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The Inland Waterways Dole 


A case to which the saying “The consumer pays the freight” 
does not apply. The taxpayer contributes more than a 
widow’s mite to the cost of this form of transportation. 


Ir is often asserted and quite commonly believed that because rates 

for carrying freight on inland canal routes are lower than railroad 

charges between the same points, inland waterway transport costs 

are always lower than the cost of carrying goods on railroads, but the 

author shows that when the large part of this expense which is borne 

by the taxpayers is added to the charges to the shipper, the real cost 
of transportation by water is greater than that by rail. 


By HOWARD B. WILSON 


NE of the lessons that the busi- 
QO ness depression has taught us 
is that business expenses must 
be closely studied and economies ef- 
fected wherever possible. This prin- 
ciple is applicable to transportation 
costs as well as to other business ex- 
penses. 

In view of a widely held belief that 
water transportation is more economi- 
cal than transport by rail, it was natu- 
ral that there should have been a re- 
currence of agitation for the construc- 
tion of inland waterways. This senti- 


ment has manifested itself in the nego- 
tiations leading up to the signing of 
the St. Lawrence Waterway treaty, 
the opening of the Mississippi River- 
Great Lakes project, and in demands 
for other waterways. 

Before embarking upon such proj- 
ects, however, careful consideration 
should be given to all the costs in- 
volved, as well as to their probable eco- 
nomic success. The New York Barge 
canal system affords a good oppor- 
tunity for a comparative study of the 
possibilities that artificial inland water- 





ways hold for the American people. 

This system serves one of the 
most densely populated sections of 
the United States’ in which there 
is a large and constant flow of traffic 
both eastward and westward. A con- 
siderable part of the total tonnage 
transported through this region is 
made up of commodities suitable for 
water carriage. Therefore the eco- 
nomic and financial results achieved 
upon this system should constitute a 
fair index of what may be expected 
from canal transportation under fa- 
vorable circumstances. 


will be recalled that when the orig- 

inal Erie canal was opened in 1825 
it made possible a great development 
of the Middle West, greatly reduced 
the then existing rates of carriage, 
and placed the city of New York 
ahead of the port of Philadelphia in 
the importance of its commerce. The 
volume of canal traffic grew so rapid- 
ly that after 1836 an enlargement of 
the canal was begun. By the year 
1880 the traffic had reached a figure of 
almost 5,000,000 tons annually. How- 
ever, the construction of trunk line 
railroads through this territory de- 
creased the canal traffic subsequent to 
1880, so that at the beginning of the 
twentieth century the amount of canal 
tonnage was only slightly greater than 
that in 1850. 

In order to revive canal trade the 
people of the state of New York vot- 
ed in 1903 an appropriation of $101,- 
000,000 for the construction of a more 
adequate waterway. The expense of 
terminals was overlooked, however, so 
that in 1911 it became necessary to 


1Seventy per cent of the population of 
New York state reside within two miles of 
the canal. 
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provide additional funds for harbor 
and terminal facilities. 

The canal system was opened in 
1918. The route utilizes the Mohawk 
river, Oneida lake, the Seneca and 
Clyde rivers, Tonawanda creek, and 
other natural watercourses. While 
the Erie division constitutes the main 
portion of the system, there are also 
other divisions which tap various parts 
of the state by means of the Cham- 
plain, Oswego, and Cayuga-Seneca 
branches. 


HE canal has a depth of 12 feet, 

and the governing width is that 
of the lock at Troy which is 44 feet. 
The New York State Department of 
Public Works maintains and operates 
the canal system and has provided 
many modern facilities for loading, 
unloading, and storage at the various 
terminals along the route, of which 
there are more than fifty. Lighted 
aids to navigation have been provided, 
which with night lock service make 
possible 24-hour navigation. How- 
ever, upon the Cayuga-Seneca division 
the service has been reduced to eight 
hours because of a drastic decline of 
traffic recently. In addition to navi- 
gation facilities, the state has con- 
structed large grain elevators at Go- 
wanus Bay, Brooklyn, at Albany, and 
at Oswego. Some water power is also 
generated and sold. 

Here, then, is an artery of com- 
merce connecting New York city and 
the Atlantic seaboard with the Great 
Lakes and the Middle West via the 
Hudson river. Canada and the St. 
Lawrence river may also be reached 
by means of the Welland Ship canal. 
Various private companies and indi- 
viduals operate fleets of vessels upon 
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the New York Barge canal system 
tugs, 


comprising barges, tankers, 
steamships, and motorships. 


Over 600 vessels are available 


been so great as was expected and, 
after fifteen years of operation, the 
tonnage has not begun to approach the 
system’s capacity. 


during the navigation season, which I’ is interesting also to compare the 


extends from April to December. 


These offer a charter or contract-rate 
In addition several indus- 
trial companies operate vessels for the 


transportation of their own goods. 


The capacity of barges now in service 
averages about 700 tons, although 
Some of 


some are of 1,000 tons. 
the motorships are of 1,900 tons’ 
capacity. 


W: have seen that the canal is 
strategically located and splend- 
idly equipped for the handling of traf- 
fic. Its total capacity is 20,000,000 


tons per annum. What volume of 


freight has actually been transported 
After the 
opening in 1918 approximately one 
million tons of cargo annually were 


over the, canal system? 


carried upon the system for several 


years. The following table shows the 


record since 1925: 


Year Tonnage 
RT oc. Js ash en ko baeeeedee 2,344,000 
BE UAs ccnetocdcakwionwian cae ee 2,369, 

ES id ca neralis ease eRe ee 2,581,000 
SEE swigion. coe saan: ae core ee se 3,089, 

BN 5.5.02 — Snark nig ease senate 2,876,000 
acon duis e wicaleuineivaie ube ae 3,605,000 
YE SOREN RORSER, RE PIRRD ite See ,722,000 
satis hae Kite eiawne nun te 643,000 


Thus while there has been a steady 
increase of tonnage moved, it has not 


tonnage with that moved upon 
some other canals and waterways. 
During the year 1931 the following 
traffic was transported upon these wa- 
terways as given below: 


Tons 

Ce ree 7,273,000 
Manchester Canal (England) 5,898, 

EE arene 20,684,000 
St. Mary’s Falls Canal ....... 44,613,000 
SE DEN évandovesatyese 411,000 
Ohio River and tributaries ... 30,914,000 
ee ee eer 90,819,000 


Of course some of these waterways 
are not strictly comparable to the New 
York canal for the reason that they 
accommodate larger vessels, while the 
Great Lakes afford greater freedom of 
navigation. Nevertheless the New 
York canal connects with the Great 
Lakes, St. Mary’s Falls canal, and the 
passage through the Detroit river, al- 
though it receives an insignificant por- 
tion of the tonnage moved upon these 
waters. It may be said that the char- 
acter of the traffic carried upon these 
connecting waterways is similar, with 
the exceptions that the New York 
canal does not receive a great volume 
of coal or iron ore. Because of the lo- 
cation of coal mines and iron and steel 
factories the latter commodities are 
shipped through ports west of Buffalo. 


e 


cheapness of inland water transportation. Merely because 


q “THERE is a great deal of fallacious belief concerning the 


of the fact that the expense of tractive power required 
to move a ton of freight in a vessel is less than that re- 
quired for a freight car, many persons jump to the conclu- 
sion that water transportation must be more economical.” 


5 
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However, much of the Great Lakes 
tonnage, both eastbound and west- 
bound, moves to or from the Atlantic 
seaboard or in export trade, but does 
not make use of the New York canal. 
The railroads carry the great volume 
of this traffic. 


HE reports of the Superintendent 

of Public Works of New York 
indicate that transshipments of goods 
from canal boats to railroad cars, or 
vice versa, are negligible in amount. 
In 1931 an aggregate of 16,935 tons 
was transferred from canal barges to 
freight cars at Buffalo, while no ton- 
nage was transferred from cars to 
boats at that port. At Rochester and 
Syracuse a combined tonnage of ap- 
proximately 23,000 tons of freight 
was transferred to or from boats to 
railroad cars. Transshipment of car- 
go between canal boats and lake ves- 
sels at Buffalo in the same year was 
also inconsequential, amounting to 
only 18,837 tons. Transshipment fig- 
ures at Buffalo for the fiscal year of 
1932 are considerably smaller than 
even those of 1931. 

It should be noted that some freight 
is carried by steamers or motorships 
through the canal to or from Great 
Lakes ports without transfer, but the 
amount is not large when compared 
with the total tonnage that is trans- 
ported by all agencies through this ter- 
ritory. No official statistics of such 
traffic are available. The New York 
State Department of Public Works 
considers as through traffic that which 
has moved over the entire length of 
the division of the canal system on 
which it has been routed. Shorter 
shipments are considered local. Under 
this terminology there were 2,332,000 


tons of through traffic and 1,389,000 
tons of local during 1931. 

From the foregoing it appears that, 
with the exception of wheat, the canal 
can scarcely be regarded as a link in 
a through chain of transportation. It 
is rather an instrument of local trans- 


port.? 


HE flow of traffic is almost even- 

ly balanced between that east- 
bound and that westbound. During 
the fiscal year of 1932 the latter con- 
stituted 53 per cent of the total ton- 
nage, while the former made up 47 
per cent. This does not mean, how- 
ever, that vessels are always able to 
obtain return cargo. Many times 
ships or barges have to make the re- 
turn trip without any load. Thus 
during 1932 the proportion of light to 
loaded boat trips was 49 per cent. 
As the average number of miles per 
trip upon the Erie division during that 
navigation season was 293 mileés, it 
will be seen that the matter of light 
trips is an important factor in making 
rates for loaded trips. 


HE canal traffic comprises pack- 
age freight as well as bulk com- 
modities. In fact the value of the 
package freight in 1931 exceeded the 
value of bulk commodities shipped, 
although, of course, the tonnage of the 


2 The small volume of interchange between 
canal boats and railroad cars is not due to 
lack of physical facilities therefor. In 1924 
the Interstate Commerce Commission ruled 
that the New York Central Railroad must 
operate facilities between Buffalo and the 
Canal Basin terminal. New York v. New 
York C. R. Co. (1924) 95 Inters. Com. Rep. 
119. The Commission has also recognized in 
a case not involving the New York canal 
that there may be circumstances in which 
transfer costs are so high as to cancel any 
economies from water rates. United States 
War Dept. v. Abilene & S. R. Co. (1923) 77 
Inters. Com. Rep. 317. 
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Heavy Shipping Costs Shouldered by Taxpayers 
rT i 
agate 3,500,000 tons of traffic as repre ‘<" 


sentative of the average canal tonnage 
in the past several years, it will be noted that 
the taxpayers of the state pay $2.47 for each 
ton of traffic carried upon the canal. When 
this figure is added to the average water rate 
of $5.01 per ton, the total cost of transporta- 
tion upon the canal appears as $7.48 per ton. 
This compares with the average rail rate of 


$6.26 per ton.” 








latter was much greater.’ Of the bulk 
freight the leading commodities are 
grains, petroleum and its products, 
sugar, chemicals and drugs, stone, 
sand, and gravel, iron and steel ar- 
ticles, fertilizers, and lumber. These 
are stated in the order of their 
importance according to tonnage 
shipped. Grains alone made up 32 
per cent of the total traffic in 1932. 

A few years ago over 80 per cent 
of the grain shipped through the 
canal was Canadian wheat in bond, 
but at the present time a very small 
part of the wheat is of Canadian 
origin destined to England, due to the 
British tariff preference requirements. 
Petroleum and its products account 
for over a quarter of the total tonnage 
of the canal, with refined sugar 
making up 11 per cent. The other 
commodities mentioned contribute in- 
dividually much smaller percentages 
of the total tonnage. 


’ has been necessary to present some 
facts concerning the traffic of the 


8In that year 935,000 tons of package 


freight, valued at $109,721,000 were carried; 
the total bulk freight amounted to 2,786,000 
tons, valued at $85,680,000. Annual Report of 
United States Chief of Engineers (1931). 


canal system in order to make an ap- 
praisal of its efficiency as a transpor- 
tation agency. In 1931 the New York 
Department of ,Public Works pub- 
lished a booklet in which it is stated 
that “there is no cheaper nor more 
efficient method of transporting bulk 
cargo for long hauls than by water.” 


[ this be true, American shippers 
seem to be very tardy in realizing 
the fact. Because after fifteen years 
of operation of a canal system which 
is splendidly equipped with terminals 
where loading and handling facilities 
are supplied at less than cost, and 
which is prohibited by law from 
charging traffic tolls, the tonnage 
amounts to only 18 per cent of capac- 
ity, and years often pass by without 
any freight being handled at many of 
the expensive terminals. In two re- 
cent years no freight was handled at 
forty-nine terminals and only five 
warehouses were used for canal 
freight. The grain elevators, too, 
have frequently been operated at a 
loss, even though making no provision 
for depreciation. 

Since 1880 the traffic transported 
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through this territory by all types of 
carriers has, taken as a whole, greatly 
increased, yet the tonnage of the New 
York Barge canal has never ap- 
proached the five million ton record 
set by the old Erie canal with its 


horse-drawn barges! 
iy has been said by some that the 
closing of the canal for almost five 
months of every year because of ice 
is the reason why the canal has not ap- 
proximated its capacity, but it should 
be remembered that the capacity is 
computed as for a seven months’ navi- 
gation season. It has also been argued 
that the low clearance of only 15 feet 
for certain bridges over the canal is 
the limiting factor. However, certain 
companies are operating vessels with 
collapsible superstructures and have 
thus apparently solved the problem of 
low-bridge clearance. 

The truth probably is that Ameri- 
can shippers wish to avoid the expense 
and delay of transshipment and are 
willing to pay the slightly higher rail 
rate in order to get speedy delivery 
of shipments. The average speed of 
a boat in the canal is only about four 
miles an hour, allowing for lockage. 
During 1932 the average time con- 
sumed per trip on the Erie division 
was 7.8 days. 

It is difficult to make a fair com- 
parison of railroad rates with water 
‘ rates for the territory served by the 
canal for the reason that the canal 
carriers do not have any tariffs. All 
their rates are special contract rates 
which are agreed upon for each par- 
ticular shipment. 


| Sag are known to fluctuate fre- 
quently under this bargaining 
plan and, of course, are affected by 


8 


the supply and demand of vessels in 
relation to cargoes being offered. For 
instance, the wheat traffic is heaviest 
during the first and last months of 
navigation and therefore the rates of 
canal carriers are higher in those 
months than in the middle of summer. 
During the season of 1933 the open- 
ing rate on wheat from Buffalo to 
New York was 3 cents per bushel. 
It declined to 1 cent in July, after 
which it slowly raised to 3.5 cents at 
the end of the season. 

Competition with rail rates and 
with those of carriers operating on 
the Canadian canals also affects rates 
upon the New York canal. Thus the 
canal rates on wheat in 1932 were 
lowered in order to meet a rate reduc- 
tion put in effect by the railroads with 
the approval of the Interstate Com- 
merce Commission. For that season 
the opening canal rate on wheat was 
5.5 cents per bushel, but by June the 
rate obtainable was 1.5 cents. By 
October the rate had risen to 4 cents. 
The equivalent rail rate on wheat 
from Buffalo to New York during 
the navigation season of 1932 was 6 
cents per bushel. 

Then again allowance should be 
made for the fact that the railroads 
grant export rates upon wheat that 
are substantially lower than the do- 
mestic rate. Also for slower service 
or circuitous routes the railroads have 
sub-standard rates upon various com- 
modities. The rail rate on wheat 
also includes all charges alongside of 
ship in New York harbor. 


M than one million tons of 
wheat are carried through the 
canal in a season, but statistics are not 
available to show what proportion of 
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this amount is exported. Hence it 
will be understood that the compu- 
tation of an average of rates upon 
commodities moving in largest volume 
through the canal cannot be entirely 
exact, but is more or less approximate. 
It will, however, serve as a rough 
comparison. 

The writer’s method has been to 
take the rail rates upon those com- 
modities that form the largest items 
of tonnage carried through the canal 
and to compute a weighted average 
in accordance with the relative volume 
of certain commodities. In order to 
guard against a rail average that 
might be too low, two of the com- 
modities that are classed as package 
freight (which, of course, bear a high- 
er rail rate than bulk goods) have been 
included and given the same weight as 
the smaller-volume bulk goods. Al- 
though most of the commodities car- 
ried bear rail class rates, rather than 
commodity rates, the average will be 
stated in charges per ton instead of 
per hundred pounds in order to facili- 
tate computation of capital costs in 
connection with canal traffic. 


HE average arrived at is $6.26 
per ton for rail transportation 
from Buffalo to New York, or vice 
versa, using the rate applicable in the 
direction in which each particular 
commodity moves in largest volume. 


# Statistics of wheat exports from New 
York include wheat brought to the port by 
rail. 


e 


This is probably too high because the 
domestic rate upon wheat was used 
exclusively in the absence of knowl- 
edge of what amount of canal-borne 
wheat is exported. 

Those familiar with canal rates are 
of the opinion that their average 
throughout a navigation season is 20 
per cent less than the comparable rail 
rates.’ Occasionally particular rates 
will be lower where the carrier has a 
contract for a return cargo. It should 
also be stated that with rail shipments 
freight is sometimes carried more 
cheaply than the Buffalo-New York 
rate because moving upon a joint rate 
with other railroads or with Great 
Lakes vessels. Accepting the 20 per 
cent figure as properly stating the dif- 
ference between the general level of 
rail and canal rates in this territory, 
the average rate of canal carriers may 
be taken as $5.01 per ton. 

However, any comparison of trans- 
portation ‘costs that stopped at this 
point would be superficial and mis- 
leading. Although no tolls have been 
charged upon the Erie canal since 
1882, the present canal system repre- 
sents a large capital investment, with 
annual interest charges, and expenses 
for maintenance and operation. 

The fact that these expenses have 
to be paid by the taxpayers of the state 
of New York does not render them 
any less a cost of transportation. Let 


5 Estimate of the Canal Traffic Agent, New 
York State Department of Public Works. 


Maintenance and 
Operation 


Revenues 
$719,000 
664,000 
760,000 
665,000 
770,000 
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us therefore ascertain these costs upon of the canal fund in recent years as 
each ton of traffic carried through follows: 


the canal. 

To begin with, the Barge canal util- 
ized some part of the old Erie canal. 
The first cost of the Erie canal was 
$7,143,000 and enlargements between 
1836 and 1862 cost an additional sum 
of $44,465,000. It is true that these 
expenditures were reimbursed from 
tolls, but they are actual capital costs 
that had to be paid by someone. Since 
they have been paid, we shall omit 
them from a present calculation of 
capital costs. Exclusive of them, 
the canal system has cost over $176,- 


000,000. 


— year there is still some ex- 
penditure made for improve- 


ments, the construction cost in the 
fiscal year ended June 30, 1930, being 
$434,000, and in 1931 being $92,000. 


Interest paid in recent years upon 
the funded debt of the canal system 
is as follows :* 

Amount 


The canal fund is credited with in- 
terest received on investments, but this 
may not be included for our purpose 
because the money used to purchase 
these investments was not earned 
- through operation of the canal. 

Expenses of maintenance and op- 
eration, with deductions of revenues 
from sales of water power, grain ele- 
vator fees, and charges for the use 
of terminal equipment are as shown 
in table on page 9. 

Damages have also been paid out 


6 Annual reports of the comptroller of the 
state of New York. 
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will be seen that damages average, 
in round numbers, $150,000 per 
annum. If the net operating expense 
yearly be regarded as $2,500,000 and 
the damages added, we have the sum 
of $2,650,000. When there is added 
to this figure the interest paid upon 
bonds outstanding, at an average of 
$6,000,000, it appears that the annual 
cost of the canal system to the state 
is approximately $8,650,000. 

It should be remembered that the 
state pays no taxes upon the canal 
property. If the property were owned 
by a private corporation the taxes 
would be a considerable amount. It 
may be pointed out that in 1931 the 
railroads in the United States paid in 
taxes 7.3 cents of every dollar re- 
ceived as revenue. 

Using 3,500,000 tons of traffic as 
representative of the average canal 
tonnage in the past several years, it 
will be noted that the taxpayers of 
the state pay $2.47 for each ton of 
traffic carried upon the canal. When 
this figure is added to the average 
water rate of $5.01 per ton, the total 
cost of transportation upon the canal 
appears as $7.48 per ton. This com- 
pares with the average rail rate of 


$6.26 per ton. 

. will be noted that this average 
does not include any transfer costs, 

which in the case of freight being 

transshipped at Buffalo or destined 

to points off the canal would have to 

be paid. Then again the canal has 
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when the canal is closed.” 


Increase in Rail Costs the Result of Canal Traffic 


ce A CANAL system which diverts 

any large volume of tonnage 
from the railways can only result in 
increasing the per ton mile costs of 
the latter because thereby there are 
fewer tons over to allocate the fixed 
charges that must be paid. This is 
especially true in the case of a sea- 
sonal canal for the reason that the 
railroads must maintain sufficient 
equipment to handle both the canal 
and rail traffic during the months 








no private sidings as has a railroad, 
and hence another charge for trucking 
or drayage is incurred for industries 
not situated directly at a canal ter- 
minal. Also the line-haul upon the 
canal is slower than upon the rail- 
roads. Furthermore canal vessels are 
not suited to the carriage of all va- 
rieties of freight and many of the 
carriers refuse certain classes of ship- 
ments upon the ground that they 
would injure other goods being trans- 
ported. 


| Rycangeraages the burden of $2.47 
per ton imposed upon the tax- 
payers of the state, it should be noted 
that this applies to every ton of freight 
moved upon the canal, whether from 
Buffalo to New York or only for a 
few miles. It has been seen that al- 
most one third of the total tonnage 
is local. 

This appears to be a great burden 
upon taxpayers, at the same time that 
their taxes are made greater through 
the failure of the state to receive any 











taxation from this public transporta- 
tion agency. 

There is a great deal of fallacious 
belief concerning the cheapness of in- 
land water transportation. Merely 
because of the fact that the expense 
of tractive power required to move a 
ton of freight in a vessel is less than 
that required for a freight car, many 
persons jump to the conclusion that 
water transportation must be more 
economical. 

As a matter of fact very few inland 
waterways can be navigated for 
freight without heavy capital expendi- 
tures. Such must be included in any 
proper analysis of transport costs, no 
matter who pays them. 


A COMPARISON of the per mile con- 
struction costs of some well- 
known canals indicates how expensive 
this type of construction is: 


Per mile cost 


New York Barge Canal ...... $335,000 
SE ae 1,500,000 
Manchester Canal ........... 2,400,000 
WES GREE onc oc ccksccccs 4,600,000 
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In contrast to these high costs it 
may be said that a water-level route 
railroad from New York to Buffalo 
could in former years be constructed 
at a cost of $50,000 per mile. Annual 
reports of the New York Central Rail- 
road at one time gave the cost per 
mile of that road, including terminals, 
at $41,000. At this low cost both 
shippers and travelers can be fur- 
nished with a speedy, dependable in- 
strument of transportation available 
throughout the year as compared to 
a transport agency with high fixed 
charges which can be used for only a 
little more than half the year, and 
which does not afford flexible or 
speedy service. 

Of course the matter of capital in- 
vestment must be weighed in relation 
to the volume of traffic, so that in this 
respect the other canals mentioned 
show greater justification than does 
the New York canal, so far as abso- 
lute tonnage is concerned. Advocates 
of inland waterways are prone to 
point to European waterways as suc- 
cessful examples, but Harold G. 
Moulton, after close study of these 
waterways, is authority for the state- 
ment that the canals of England, 
France, Germany, Holland, and Bel- 
gium are not sound economic ven- 
tures.” 


ee aside from the comparative 
, costs of waterways versus rail- 
ways there seems to be little or no 
justification for spending public funds 
for the creation of facilities the com- 
petition of which is unfair and harm- 
ful to railroad corporations. 
Transportation is “a business of in- 


7 Railways v. Waterways, Harold G. Moul- 
ton. 


creasing returns,” in the language of 
the economist, and in recent months 
we have witnessed instances of how 
a relatively small increase in the total 
traffic of railroads has worked won- 
ders for their net operating income. 
A canal system which diverts any 
large volume of tonnage from the rail- 
ways can only result in increasing the 
per ton mile costs of the latter because 
thereby there are fewer tons over 
which to allocate the fixed charges 
that must be paid. 

Railroads are our principal trans- 
port agency, and upon both economic 
and legal grounds it is clear that the 
regulatory authorities must permit 
them to charge such rates as will pay 
fixed charges, operating expenses, and 
a fair return upon the investment. 
Rates upon particular commodities 
may become so high as to restrict their 
movement, but in such event the bur- 
den falls more heavily upon the classes 
of goods that can pay their way. 
However, high rates tend to stifle in- 
dustry and commerce, and hence are 
economically and socially harmful. 


N the other hand, a concentration 
of traffic upon the rail lines will 
enable them to keep rates down to a 
minimum and the Federal and state 
commissions can compel them to do 
so. As long as there is effective rate 
regulation, it is idle to talk of com- 
petitive waterways as a club over the 
heads of railroad managers by means 
of which to force reasonable rail rates. 
In the light of the foregoing facts, 
would it not be social folly for the 
government, already hard pressed 
with budgetary problems, to pour mil- 
lions of dollars into artificial water- 
ways? 
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AFFILIATED MANAGEMENT COMPANIES 


Not Seeking after Fleshpots 


Supply a vital need in the operation of local com- 
panies, which are not self-sufficient, service which, 
in the opinion of the author, is indispensable. 


By IRA L. GRIMSHAW 


HOSE who have leveled their guns 

in the direction of the affiliated 

management company include 

the college professor, the disciple of 

the government ownership school, the 

“expert,” the designing politician, and 

some members of state regulatory 
bodies. 

Most of them insist that the exist- 
ing holding company system is eco- 
nomically unsound. They detest old 
man Smyth-Ames and his progeny 
and they would freeze the rate base 
on the level of prudent investment or 
historical cost. 

Specifically they assert that the af- 
filiated management company is an in- 
genious device to mulct the operating 
company, to boost operating expenses 
so that a given level of rates may be 
maintained, and to charge for a serv- 
ice ultimately for the benefit of the 
management or holding company and 
not for the operating company. 

However honest these opinions 
their merit depends upon a fair ap- 
praisal of underlying facts. The as- 
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sertions are of no more weight than 
are those of utility executives who 
insist that every utility operator 
worthy of his salt realizes that un- 
necessary or exorbitant management 
fees tend to produce high operating 
expenses which in turn tend to breed 
high rates, whereas increased net 
revenue flows from business volume 
attributable to low rates and low op- 
erating expenses. 


HE question is also asked: If 
the management service produces 
the claimed efficiencies why have not 
the savings been reflected in the rates? 
This query is supposed to be a 
stickler. The truth of the matter is 
that the question takes too much for 
granted. The savings have been re- 
flected in the rates. Neither the as- 
sertion nor the answer, however, 
seems capable of proof indubitable. 
The difficulty lies in attempting a 
comparison between the known and 
the unknown. We know what a given 
operating company did with manage- 
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ment service. We do not know what 
would be its history had it received no 
such service. Nor should the inquiry, 
in all fairness, exclude consideration 
of the physical and financial status of 
the operating company. 

The practice of furnishing manage- 
ment service to local operating com- 
panies is not new. It has been in 
existence for many years and under 
it most of the important improve- 
ments in utility operation have taken 
place. 

The management system was not 
spontaneously conceived but was the 
result of gradual growth. Capital 
from common sources found its way 
into local plants. The control of 
small units, whether geographically 
compact or separated, early disclosed 
the imperative need for better local 
operation. This was but the repeti- 
tion of experience of many other in- 
dustries. 


i became apparent that the local or- 
ganization must be adjusted to 
execute the local routine operations 
and a central staff must be created 
to function more comprehensively. 
Such a staff must comprise executives, 
operators, and technicians of long ex- 
perience and proved ability. Their 
composite knowledge must be made 
available at all times to all subsidiar- 
ies. Staffs of this nature were soon 
set up in most utility systems. Their 
size, both as to number of persons 
employed and departments or divi- 
sions created, usually depended upon 
the composition of the utility system. 
One with but a few large subsidiaries 
required a smaller staff than one with 
numerous and scattered plants. Not 
all systems were blessed with suhsid- 


iaries either so large or so situated as 
to be nearly self-sufficient in them- 
selves. 

The local company is usually with- 
out adequate personnel to perform the 
necessary financial, rate, valuation, 
and engineering work. It has no 
means for acquiring capital at propi- 
tious times and at low rates. It does 
not keep abreast of price fluctuations 
and does not have the opportunities to 
keep in continuous contact with the 
larger manufacturers of equipment, 
materials, and supplies and what it 
buys it pays for without benefit of 
large volume discounts. Its engineers 
and executives are not in a position 
to formulate long-time expansion pro- 
grams founded upon ‘scientific fore- 
casts. 


A LOCAL utility of this calibre is 
not circumstanced to maintain a 
rate department staffed by experts al- 
though it frequently requires service 
of this nature and constantly needs 
the advice of rate experts. It has 
neither the vision nor experience of 
the management staff and is without 
the means for solving difficult operat- 
ing problems except at excessive cost. 
It seems apparent that in the nature 
of things the local utility could not 
be expected to have such vision or 
experience. Its executives and opera- 
tors deal with one company—the 
management staff with many. <A 
problem new to it is old to the man- 
agement staff. 

The work of the management com- 
pany is not fantastic. Its need and 
value may appear fanciful to the 
theorist but to a utility operator in 
the field this need and value are stark 
realities. His company was so small 
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that his employees could not obtain 
group insurance but the management 
company overcame this. He and his 
local engineering staff were convinced 
that the company could carry on only 
with a new power plant at water side 
but the management staff saved an ex- 
penditure of nearly a million dollars 
by enlarging the existing plant. The 
same result, but with less saving, 
followed as to warehouse facilities. 
The local executives thought the in- 
surance brokers had done a good job 
yet the management staff showed im- 
proper coverage of the local proper- 
ties. The management company par- 
ticipated in an industrial survey of 
local conditions, concluded that a cer- 
tain type of industry was needed there 
and could prosper, and in due course 
persuaded a manufacturer to establish 
a plant there. The local company ob- 
tained an increased power load and 
the town incidentally benefited. A 
water test made by the management 
company before there was any sus- 
picion that the water was impure, re- 
sulted in saving expense incident to 
boiler replacement. 


N another plant the management 
staff caused to be installed a water 
purifier at a cost of $17,000 less than 
the cost of the purifier determined 
upon by the local management and in 
the bargain saved $2,400 annually in 
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chemical charges. A large subsidiary 
changed over to natural gas. Joint 
clamps were then the only known 
remedy for leaks in the pipe joints. 
An expenditure of $750,000 seemed 
necessary for this purpose. The man- 
agement company devised facilities 
for introducing moisture into the line 
to remedy the leakage. The cost was 
less than $15,000. 

These are actual, not imaginary, in- 
stances of typical management com- 
pany service. Such service produces 
dollar savings and materially assists 
in making possible the rendition of 
utility service to consumers at reason- 
able rates. 

Through its staff the management 
company also renders service of a 
more general nature. The gathering 
of statistical data has been a real 
factor in causing better fuel utiliza- 
tion. The service of the expert ac- 
counting staff has been invaluable to 
the local companies. 


HE development of the high-pres- 

sure steam boiler is attributable in 
a large measure to the management 
company investigations made here and 
abroad. Investigations respecting the 
financial condition of insurance com- 
panies have saved some of the insur- 
ance funds of the local companies. 
The cost of steel pipe for gas trans- 
mission was nearly prohibitive. At 


ceived but was the result of gradual growth. Capital from 
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trol of small units, whether geographically compact or 
separated, early disclosed the imperative need for better 


local operation. 
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This was but the repetition of experience 
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the insistence of the management 
company and partly through its own 
research work a higher stress steel 
pipe was devised. This made long- 
distance gas transmission more prac- 
ticable. In addition, the services of 
all of the departments and all of the 
specialists of the management com- 
pany are at the beck and call of the 
local companies. All of these general 
services are valuable notwithstanding 
that value may not be appraised in 
dollars and cents. 

No one denies that the relation be- 
tween affiliated companies makes it 
possible for one to over-reach the 
other. The service of the affiliated 
management company, however, is 


usually evidenced by a written con- 
tract specifying the charges against 
the local company. Compensation is 
usually fixed upon the basis of the 


gross revenues of the companies 
served. No one can know in advance 
how much service any one company 
may require over the year but gross 
revenues are fairly indicative of size 
and size usually determines the na- 
ture and quantum of service required. 
Some regulatory bodies disapprove of 
this plan on the ground that the pay- 
ments fluctuate with the gross reve- 
nues without relation to the service 
rendered, yet it is doubtful that a 


better plan exists. 
A’ least five of the larger utility 
systems have adopted the cost 
or reimbursement plan. . Reimburse- 
ment was the objective of the gross 
revenue plan but the fees did not al- 
ways match the expense. Under the 
cost theory the over-all expense of the 
management company is apportioned 
among the local companies. Gross 
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revenue is usually the base, although 
one company adds fixed capital ac- 
count and another uses gross reve- 
nue, gross expenses, and capital ex- 
penditures. 

The facts of each case will deter- 
mine whether or not management fees 
may be included in the rate computa- 
tions. In the eyes of the law the 
utility is engaged in a public business 
and under the police power the local 
authority may regulate the sale price 
of the utility product. That price, 
however, must not be such as to result 
in confiscating the utility property. 
The utility is constitutionally entitled 
to a reasonable return on the fair 
value of its used and useful property. 
In calculating that return reasonable 
operation expenses are excluded. 


\ expense is strictly a factual mat- 
ter. Some courts have said the ex- 
pense must not exceed the cost were 
the utility to provide the service it- 
self, or exceed the cost of like service 
procurable from others. Other courts 
seem to stress the value of the service 
itself, regardless of its cost. 

An operating expense incurred in 
an arm’s length transaction usually 
creates less dispute than one between 
affiliated companies. In the one case 
the self-interest is present, whereas in 
the other self-interest may be over- 
come through domination of one 
party by the other. Where the trans- 
action is between affiliated interests 
the rights of third parties must be 
protected. The courts have consid- 
ered the legal principles involved in 
management contracts between affil- 
iated parties. 

Prior to 1930, the Supreme Court 
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Real Need for Managerial Service 


i ig is safer to be an historian than a prophet, yet the conclusion 
seems logical that the affiliated management company is not 
destined for an early burial. It serves a vital need in the operation 
of all of those local companies which are not self-sufficient in them- 


selves. 


That service is indispensable in this age of twentieth cen- 


tury efficiency and the amount paid for it is not disproportionate 
to its worth.” 





of the United States held that con- 
tracts of this kind were not invalid 
and that the management charge was 
not unreasonable simply because of 
the relationship between the parties, 
and that doctrine stil prevails. Such 
contracts, however, require the closest 
scrutiny.? 


HE following year, in another 

Southwestern Bell Telephone Co. 
Case,? the court said that such con- 
tracts might be set aside for bad faith 
but that the commission was not the 
financial manager of the utility and 
could not ignore items in its operating 
expenses unless there was an abuse 
of discretion. 

This merely amplified its former 
decision. Like other operating ex- 
penses, the management charge must 
be reasonable. Payments of exorbi- 
tant fees constituted an abuse of dis- 
cretion by the corporate officers. 

Seven years later came another 


1 Houston v. Southwestern Bell Teleph. 


Co. 259 U. S. 318, P.U.R.1922D, 793 (1922). 
2262 U. S. 276, 288, P.U.R.1923C, 193. 
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case.* In effect the court held that 
the payment of management fees to 
an affiliated company must be sup- 
ported by proof as to what it cost 
the management company to render 
the service. That doctrine also ap- 
plied to sales by the Western Electric 
Company. Without such information 
the charge could not be intelligently 
considered. The pivotal question was 
the reasonableness of the charge and 
everything the court said in this case 
was consistent with its former views 
on “close scrutiny” and “bad faith.” 

The decision in the Illinois case was 
heralded as restricting affiliated com- 
pany management fees to the cost in- 
curred in rendering the service. 
Others, however, believed that the 
case justified no such conclusion. 
They construed the opinion to mean 
that such cost must be proved but only 
because it was one factor for con- 
sideration in determining a reasonable 
charge. They did not construe it to 


3 Smith v. Illinois Bell Teleph. Co. (1930) 
282 U. S. 133, P.U.R.1931A, 1. 
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limit the charge to the cost incurred in 
rendering the service. 


HEN the Illinois case came be- 

fore the statutory court on re- 
mand from the Supreme Court a 
profit was allowed on the sales of 
Western Electric to the Illinois Com- 
pany. No profit was allowed on the 
service of the American Company, 
but none was claimed. The American 
Company contended that it was en- 
titled to be reimbursed for its costs. 
The statutory court agreed to this in 
so far as such costs were exhibited 
on the books of the American Com- 
pany. The statutory court in the 
Wichita Gas Case * reached the same 
general conclusion. It recognized the 
duty resting upon the utility to prove 
the cost of the service but said that 
the test was the fair relation be- 
tween the payments and the expenses. 
That language does not exclude a 
profit to the affiliated management 
company. 

It was hoped that a clearer expo- 
sition of its views on this subject 
would be made by the Supreme Court 
in the second appeal of the [Illinois 
case. In that case the court merely 
restated a part of what it had said in 
its former opinion—the vital question 
having to do with annual charges 
made against operating expenses on 
account of depreciation. 

After the Supreme Court had hand- 
ed down its first opinion in the Illinois 
case several states enacted laws re- 
quiring proof of cost of the service 
to be made through the original cost 
records, or verified copies, or other evi- 
dence deemed adequate by the regula- 


42 F. Supp. 792, P.U.R.1933B, 225, 537. 
5Lindheimer v. Illinois Commerce Com- 
mission, decided April 30, 1934. 


tory body. The mere enactment of such 
statutes tends to persuade regulatory 
bodies to limit the allowable charge 
tocost. Those statutes have, however, 
added but little to the law. Without 
them the utility must shoulder the 
burden of proof. That would entail 
the introduction of a summary of 
figures showing cost, and the regula- 
tory body could add as a condition to 
such introduction or admission the 
presentation of the original cost rec- 
ords in order to verify the figures and 
permit intelligent cross-examination. 


) is settled law that any utility ex- 
pense may be omitted from the 
rate calculation unless it represents 
something reasonably necessary to 
have been obtained and possesses a 
value or worth reasonably equivalent 
to the amount paid for it. 

If such expense is for management 
service by an affiliated company an 
opportunity for over-reaching is pres- 
ent and the amount it cost the manage- 
ment company to render the service 
must be shown in order to determine 
the reasonableness of the charge. 
When such cost is shown, the allow- 
ance or rejection of the item is gov- 
erned by rules identical to those per- 
taining to fuel costs or other ordinary 
operating expenses. 

Whether or not the management 
service item yields a profit to the af- 
filiated management company is im- 
material except in those instances 
wherein the inclusion of the profit 
makes the amount of the expense item 
unreasonable. If the amount would 
be considered reasonable as between 
independent parties it does not become 
unreasonable because of the affiliation 
of the parties. 
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HE management fee, as an op- 

erating expense, seems to be over- 
emphasized in many quarters. In 
many cases the fee itself would have 
no appreciable effect in the rate cal- 
culations. Much less would the prof- 
its be included in the fee. In some 
systems the fee does include a profit 
to the management company but most 
utility systems today seem willing to 
render the service on the basis of re- 
imbursement of their out-of-pocket 
expense. 

Independent of the reasonableness 
of the amount of the management fee, 
the necessity for the service is a re- 
curring question. The answer will be 
found in the facts surrounding the 
situation of the local companies. One 
need only contrast past and present 
conditions to be convinced that only 
a few years ago the necessity for such 
service was imperative. Service to 
the consumers was poor and inade- 
quate. The power plant was poorly 
and improperly constructed and the 
supply of the gas company was inade- 


mortgages prevented the raising of 
needed capital. The local company 
had no standing in the markets of the 
country. Interconnection was of lim- 
ited extent and service breakdowns 
were all too frequent. Industry itself 
lacked power facilities, and the farm 
was practically unserved. Vast im- 
provements in all of these respects 
have been made, yet much remains to 
be done. 


Ge is safer to be an historian than a 
prophet, yet the conclusion seems 
logical that the affiliated management 
company is not destined for an early 
burial. It serves a vital need in the 
operation of all of those local compa- 
nies which are not self-sufficient in 
themselves. That service is indis- 
pensable in this age of twentieth cen- 
tury efficiency and the amount paid 
for it is not disproportionate to its 
worth. 

The management company, it is ap- 
parent, was the offspring of necessity 
and it will as a consequence continue 
to exist as long as it serves a needful 


quate. Many electric plants offered 


no daylight service. “Closed-end” purpose. 





Nothing New under the Sun 


“a planning was imposed on the Roman Empire by the 


Emperor Diocletian about 1,650 years ago. He changed the 
amount of gold in the standard coin, rehabilitated silver as a monetary 
metal, went in for public works in a big way, fixed prices for all im- 
portant commodities, determined what occupations the citizens should 
pursue, fixed wages, required producers to join trade associations, 
established a huge bureaucracy to enforce his decrees, and abolished the 
last survivals of free government. 

“His laws gradually crystallized into customs, and later were sup- 
planted by new laws enacted by the kings who fell heir to the various 
parts of the Empire. Private initiative in economic matters dis- 
appeared; speculation and interest were prohibited; each artificer and 
merchant was supposed to sell his goods at a ‘just price,’ and to live 
on a scale that was appropriate for his position in society. 

“The business depression following the adoption of this compre- 


hensive system of economic planning lasted for 1,200 years.” 
—Rurus S. Tucker, 
In “New Outlook. “i 
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The Wisconsin Commission’s 
Continuous Inventory Plan 


No. 2. Recommended Practices 
and Advantages 


In the previous article on this subject the scope and objective of the new valua- 


tion practice which is being put into effect in Wisconsin were discussed. 
Pusiic Utiities Fortnicutiy, of June 21, 1934.) 


d (See 
The commission hopes for 


impressive results within the next few years from the operation of the plan. 


By EDMUND D. AYRES 


, \HE fixed capital units selected 
as indicated in the previous ar- 
ticle are of prime importance in 

a continuous inventory system. The 
amount of detail involved, the facil- 
ity for carrying out acceptable prac- 
tices regarding retirements and index- 
ing, and the usefulness of the result- 
ing records for special studies, are all 
largely determined by the choice of 
fixed capital units. 

As the fixed capital units largely 
control the amount of detail involved, 
their selection governs both the cost 
of the system and its usefulness with 
respect to legal defense. As the prime 
consideration is cost of establishment 
and operation, it is desirable to reduce 
the detail required to a minimum. As 
the court defense of any valuation, 
whether of the ordinary or continu- 
ous inventory variety, is so dependent 
upon proof of property for the items 
making up the valuation, special heed 


must be taken of this factor in deter- 
mining the extent to which detail can 
safely be eliminated. 

Fixed capital units must be select- 
ed both as retirement units and index- 
ing units. It is possible that retire- 
ment and indexing units could have 
distinct and separate identities, but in 
general the use of one and the same 
unit with regard to both retirement 
and indexing is considered the desir- 
able practice. 


A RETIREMENT unit is any item or 
group of items treated as a unit 
when retiring the property from the 
books of account. As best practice 
dictates that the cost of fixed capital 
property be retired from the books 
and continuous inventory records at 
the same amount as was entered in 
these books and records at the time of 
its installation, it seems desirable to 
preserve this principle wherever pos- 
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sible. In actual practice, however, be- 
cause of the condition of accounting 
records, a retirement must often be 
estimated. In other cases it has been 
found practical to reduce the cost of 
accounting records by utilizing an 
average cost for retirement purposes. 
It is desirable to eliminate the esti- 
mate entirely from the retirement 
process, but the limited use of average 
cost for retirement is acceptable 
where the best practice given above is 
prohibitive in cost. If the cost of 
work order accounting and fixed capi- 
tal records is to be kept down within 
reason, great amounts of distribution 
property in such forms as pole lines, 
gas mains, etc., are best retired upon 
an average cost basis. 


HE indexing unit is an item or 

group of items of fixed capital 
property to which is applied a single 
index number in translating the cost 
of such an item or group of items 
from one year or one period to an- 
other upon a reproduction-cost’ basis, 
or from an historical-cost basis to a 
reproduction-cost basis. To diminish 
the degree of detail required, it is also 
desirable to decrease the number of 
indexing units by the formation of 
groups of items whenever feasible. 

These identical units for retirement 
and indexing separate themselves nat- 
urally into three classes in accordance 
with the nature and importance of the 
items making up these classes. These 
classes may be called, respectively, 
major units, minor units, and lot 
units. 

The major unit, such as a turbo- 
generator unit, a gas holder, a tele- 
phone distributing frame, etc., is an 
item retired individually, indexed in- 
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dividually, and for which individual 
proof of property exists. 


Mn units, such as 40-foot 
poles, pounds of bare copper 
wire, pounds of 4-inch cast-iron gas 
pipe, etc., are gathered together in 
groups, retired either individually or 
as an average item of its group, in- 
dexed in groups and susceptible to 
only partial proof of property; that 
is, proof of property may be complete 
for the group as a whole but only 
partial for any minor unit within the 
group. 

Lot units, such as a lot comprised 
of wood pole steps, wooden brackets, 
and other miscellaneous woodenware, 
are made up of the many small in- 
significant items whose individual 
identity would be extremely costly to 
preserve. These units will comprise 
groups of such items retired individ- 
ually or upon an average basis, in- 
dexed as a lot and for which proof 
of property cannot exist except by 
proceeding with an inspection and ap- 
praisal by valuation methods. 

The fixed capital records system 
forming the basic structure of the 
continuous inventory system is, of 
course, an orderly record of these va- 
rious units classified according to 
book accounts, rate-making districts, 
and year of installation. This record 
supplies the fundamental data for in- 
dexing purposes. The indexing proc- 
ess completes the physical mechanism 
of the continuous inventory system. 


HE indexing practice being rec- 
ommended is quite similar to the 
practice used by the Interstate Com- 
merce Commission in many respects. 
The Wisconsin plan is indebted in this 
matter as well as in many other mat- 








ters to E. I. Lewis, director, and 
other members of the bureau of valu- 
ation of that commission, and Chair- 
man Riley E. Elgen, of the public 
utilities commission of the District of 
Columbia, for much basic information 
upon Interstate Commerce Commis- 
sion practice and suggestions for its 
application to public utility work. 

The Wisconsin plan recommends 
the conversion of all historical costs 
to a base period 1924 to 1928 and the 
application of index numbers to base 
period costs each year to obtain re- 
production-cost new. Index numbers 
are to be obtained largely from the 
study of the actual costs experienced 
by the company whose property val- 
ues are being indexed. 

A new phrase has been coined, 
“cost time factoring,” in order to dif- 
ferentiate the type of indexing pro- 
posed from that of using index num- 
bers largely supplied from periodicals. 
Index numbers obtained in the man- 
ner mentioned must be carefully pe- 
rused to avoid difficulty in defense as 
was experienced in a recent Califor- 
nia case.” 


B* proper reference of the indices 
obtained on the basis of actual 
experience of the individual company, 
first, to a tenable definition of repro- 
duction cost; and second, to the cost 
experience and trends recognized in 


1 Re Pacific Gas & E. Co. (1933) 1 P.U.R. 
(N.S.) 1. 


PUBLIC UTILITIES FORTNIGHTLY 





Wisconsin and other parts of the 
country for public utilities and indus- 
try as a whole, each index number so 
treated has a basis of indisputable 
fact in the cost records of the indi- 
vidual company, to be tempered and 
defended only in the light of other 
incontrovertible facts obtained large- 
ly externally to the company. By 
such practice, together with the estab- 
lishment of adequate plant measure- 
ment records, the continuous inventory 
is made as nearly legally invulnerable 
as practicable. 

Indexing as a process could be sat- 
isfactorily carried out with property 
records expressed in dollars alone. In 
order to furnish satisfactory proof of 
property, however, certain plant meas- 
urement records are absolutely essen- 
tial. Such records in the Wisconsin 
plan will need to formally cover the 
fixed capital property embraced by the 
major and minor units, whereas the 
many items of property making up lot 
units will be informally covered by 
work order accounting records to the 
extent found necessary to carry out 
proper retirement practice. 


LANT measurement records for 

major units of property require 
the association of descriptive infor- 
mation and important detailed speci- 
fications with the dollar records per- 
tinent to each unit. The entire fixed 
capital property record, for example, 
pertaining to a generating station, gas 


e 


“THE engineering valuation of public utility property is a 

q slow and meticulous process, requiring weeks, months, or 
even a year or more for the appraisal of the property of a 
single company. This interval is further extended by the 
legal processes of probing its validity.” 
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works, or telephone company central 
office, should be segregated in a form 
permitting the inclusion of general in- 
formation, photographs of initial con- 
struction and changes in plant, and 
other data to present a descriptive his- 
tory of the plant as a whole from its 
inception to any present date. In ad- 
dition, each major unit of equipment 
must be surrounded in its cost record 
by its pertinent specification data in 
order to provide the proper back- 
ground for ascertaining the reason- 
ableness of its cost and for furnish- 
ing complete identification. 

Plant measurement records for mi- 
nor units focus upon supplying proof 
of property for each group. The 
identity of any individual minor unit 
may be lost in its group, but the iden- 
tity of this group, its specific location 
or association with other units, and 
the number of minor units included in 
it, must be known. To insist upon 
greater detail than required to accom- 
plish proof of property of each group 
of minor units is in general consid- 
ered impractical. 


LANT measurement records, for 

minor units associated with major 
units of a generating station, gas 
works, telephone company central of- 
fice, or other service link for which a 
special descriptive fixed capital record 
is maintained, should of course form 
a part of that special record. Their 
proper relation to such a record is of 
importance in preserving the identity 
of the unit groups as well as in as- 
sisting in the processes of indexing 
and retirement. 

Plant measurement records for mi- 
nor units of distribution property re- 
quire careful attention in design to 
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keep costs to a minimum while fur- 
nishing the proper information in step 
with the fixed capital records them- 
selves. Maps and card records in 
step with changes reflected in cost rec- 
ords appear at present a necessity for 
accurate fixed capital record account- 
ing for distribution property attempt- 
ing even a partial proof of property. 

Plant measurement records when 
associated with fixed capital account- 
ing introduce the need for close co- 
Operation of the operating department 
engineers with the company account- 
ants. The making of accurate fixed 
capital records requires the correct in- 
terpretation of numerous slips and re- 
ports covering material, labor, sundry 
expense, and overhead expense alloca- 
tions. 


HIS interpretation requires the 

services of engineers or account- 
ants with extensive engineering back- 
ground and necessitates considerable 
costly field inspection. Plant measure- 
ment card records, maps, and fixed 
capital record routine require careful 
design to cut down this inspection 
work and minimize the burden of 
keeping continuous inventory records. 
By such attention to design their ex- 
pense can be considerably offset by 
savings in the cost of the work of en- 
gineering inspection. 

Public regulation has come under 
the searchlight of public criticism dur- 
ing the last few years more promi- 
nently than perhaps ever before. Its 
ponderous movements are the despair 
of its adherents and critics alike. 
Fair value, a plaything of the business 
cycle, recorded today is something 
different tomorrow. The restless 
nervous yardstick of rate making, 












PUBLIC UTILITIES FORTNIGHTLY 











Value of Continuous Inventory and Conference 


“— is unquestioned that the economic health of the public utility 

industry becomes much more susceptible to adjustment once 

the continuous inventory and conference table plan are embraced 

as accepted regulatory institutions. The best guaranty against 

unwise use of such adjustments comes not from constitutional 

guaranties but from a restored public confidence in the industry 
itself.” 





“fair return on fair value,” is a crea- 
ture of trends, cycles, seasonal varia- 
tions, and petty fluctuations. 

The time-honored procedure for 
applying this flighty yardstick is by 
the slow, thorough process of engi- 
neering valuation and formal hear- 
ing. By vigorous and frequent use 
such a method might serve to esti- 
mate trends, but is hopeless for catch- 
ing cyclic variations. The pressure of 
case after case piling up before the 
regulatory commissions prohibits oth- 
er than an occasional measurement of 
fair value by such methods and forces 
liberal use of estimates in between. 


; ee. the result is regula- 

tion by book cost with measure- 
ments by engineering valuation re- 
duced to that economic and practical 
minimum necessary to make such a 
policy workable under the law of the 
land. That this meritorious expedi- 
ent has not accelerated the movements 
of the regulatory machine to high 








enough velocities is the very basis of 
our criticism. Seeking higher speeds 
we first inspect the slowest moving 
parts of the present mechanism—the 
engineering valuation and the formal 
procedure subsequent thereto. 

The engineering valuation of pub- 


‘lic utility property is a slow and me- 


ticulous process, requiring weeks, 
months, or even a year or more for 
the appraisal of the property of a sin- 
gle company. This interval is fur- 
ther extended by the legal processes 
of probing its validity. 

No observer of the regulatory proc- 
ess can help being impressed by the 
costly time consumed in any formal 
hearing by the discussion of insignifi- 
cant parts of the engineering valua- 
tion as the lawyer probes into its tiny 
recesses like a dentist searching for 
decay in a tooth. 


HE engineer knows that the val- 
uation is rendered very expensive 
by the need for legal defense; the law- 
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yer knows that unless his minute in- 
spection finds large errors it cannot 
be justified in time or money. Yet 
this process is now accepted and the 
wheels of making long tedious engi- 
neering appraisals are not set in mo- 
tion until complaint is received or the 
initiative is taken by the regulatory 
body—what then can the Wisconsin 
continuous inventory do to refine 
these processes? 

The continuous inventory is a re- 
cording meter method of using the 
“fair return upon fair value’ yard- 
stick. It does not need the sensitivity 
required to catch petty fluctuations or 
seasonal variations of this changing 
standard, but it can be expected to 
follow the trends closely and repro- 
duce the cycles if operated on an an- 
nual basis. If so operated, rates can 
be reviewed each year for each com- 
pany without a wait for long drawn 
out engineering valuations and ex- 
tended legal discussions. If so oper- 
ated, rates for each geographical dis- 
trict desired can be reviewed annually 
and adjusted. 


Ww the refinements of an agree- 
ment mechanism and the use of 
engineering precision gauges on val- 
uation work, the Wisconsin plan 
promises to retain high quality in en- 
gineering valuation work, greatly 
shorten the time interval by keeping 
valuation work continually up to date, 
and reduce to a minimum the neces- 
sary formal discussion by forcing its 
focus upon the facts in dispute. That 
is essentially what the Wisconsin plan 
promises to do in obtaining higher 
velocity for the regulatory machine 
with increase in the quality of its 
product. 
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The present methods which base 
findings upon book historical cost are 
carried out in the face of two difficul- 
ties : 

1. The use of “fair return upon 
fair value” as a standard is the law 
of the land, a law which has never 
defined this standard in definite con- 
crete terms which all alike can inter- 
pret the same way at the same time; 

2. The use of book historical cost 
requires searching inquiry as to pru- 
dent investment and geographical 
segregation of property into rate- 
making districts. 

to Wisconsin continuous inven- 

tory plan can be operated to pro- 
vide the raw materials if the annual 
operation of the indexing process is 
dispensed with, or to provide auto- 
matically the finished parts ready for 
assembly into a determination of fair 
value in accordance with the law of 
the land if the proposed normal pro- 
cedure of reporting reproduction cost 
is made an annual practice. In either 
case the working materials are at 
hand for carrying out the rate-mak- 
ing process swiftly and accurately 

The satisfaction of the need for a 
sound basis for a continuously oper- 
ating system whether indexing is used 
or not, and the searching inquiry re- 
sulting from the indexing mechanism 
when it is used, provides in either case 
the automatic probe into prudent in- 
vestment so necessary in all regula- 
tion practice. Geographical classifi- 
cation of property is, of course, an in- 
tegral part of the continuous inven- 
tory process. 

What does the public gain from the 
operation of the Wisconsin continu- 
ous inventory system? 


| pan it gains the substitution of a 
swift and efficient regulatory ma- 
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“THE continuous inventory plan promises cheaper utility 
service and greater satisfaction for the public. 
the companies gain from the operation of the Wisconsin 


What do 


continuous inventory system? First and foremost a chance 
to put theniselves in a@ competitive position with govern- 


ment-owned utilities.” 


chine for the slow-moving process 
which stirs up so much impatience on 
the part of the public. The public 
pays for the costs of regulation—the 
Wisconsin plan promises money sav- 
ings in these costs along with the sat- 
isfaction of quick and continuous ac- 
tion. 

The continuous inventory plan 
means lower rates as rapidly as justi- 
fied and the quick possession of facts, 
not just estimates, whenever the pub- 
lic cares to probe into the fairness of 
its treatment. The rights of the pub- 


e 


lic are not disturbed and the facts are’ 


present for the information of inter- 
ested parties. 

The continuous inventory plan 
promises cheaper utility service and 
greater satisfaction for the public. 

What do the companies gain from 
the operation of the Wisconsin con- 
tinuous inventory system? 

First and foremost a chance to put 
themselves in a competitive position 
with government-owned utilities. 
The continuous inventory plan tends 
to require a soundness of financial 
structure as its very basis; it makes 
facts available at all times which can- 
not help but furnish insurmountable 
difficulties to him who would pervert 
the truth. Thus it is believed that the 
confidence of both the consuming and 
investing public can be regained as in 
no other way. 
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Ww the resulting enhanced cred- 
it and public confidence, with 
the application of continuous inven- 
tory methods alike to private and mu- 
nicipally owned utilities, the private 
utility is put on its mettle to prove its 
claim of efficiency and better manage- 
ment as an actual fact—nothing short 
of which will satisfy the public and 
utility investor alike. 

Does the workings of the Wiscon- 
sin plan insure greater profits? 

First, it is believed that the in- 
creased soundness of the utility secu- 
rities obtained as a result of this plan 
will result in the need of less profit 
to attract new money into this field; 
second, it is believed that the reward 
for good management can be assured 
as a part of the plan with the permis- 
sion of a public whose confidence in 
public regulation has been restored. 
Greater profits? Probably not, but 
greater security and the removal of 
the threatening atmosphere of distrust 
and suspicion which has been the heri- 
tage of the depression. If the above 
is not accomplished by this method or 
some other, just what future do the 
utility companies face? 


RESENT regulatory practice is 
probably as much responsible for 
the lack of response of the public util- 
ity rate to the business cycle as the 
conception of public utility business 
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as a legalized monopoly could ever 
be. In fact, anyone acquainted with 
the public utility industry cannot help 
but recognize the keen competition ex- 
perienced between gas and electricity 
in several fields, the keen competition 
between purchased power and other 
power sources in industrial service, 
and the increasing liberalness in laws 
providing for competition by Federal, 
state, and municipal governments. 
The rigidity of rates based largely 
upon a return upon book historical 
cost is largely the cause for the bitter 
criticism of those engaged in other in- 
dustries sensitive to the vagaries of a 
fluctuating price level and varying 
business cycle. With a continuous in- 
ventory system where the facts can 
be assembled annually and reproduc- 
tion cost can be safely and easily at- 
tained, no excuse save the policy of 
regulatory bodies, can remain for not 
injecting more sensitiveness to these 
matters into the public utility indus- 


try. 


HE economic life of the public 
utility industry can be made a 
happier one by a simple shift in pol- 
icy once a continuous inventory sys- 
tem becomes a working tool of regu- 


lation. It is unquestioned that the 
economic health of the public utility 
industry becomes much more suscep- 
tible to adjustment once the continu- 
ous inventory and conference table 
plan are embraced as accepted regula- 
tory institutions. The best guaranty 
against unwise use of such adjust- 
ments comes not from constitutional 
guaranties but from a restored public 
confidence in the industry itself. 

The answer to “When can impres- 
sive results from the Wisconsin con- 
tinuous inventory plan be expected ?”’ 
is still in the making. The regimen- 
tation of all of the utility companies 
into as far-reaching and revolution- 
ary a plan as is proposed, means that 
a few years will be required if the 
work is to be done well. 

Initial results from the operation of 
the plan are expected shortly from the 
work already started with a few of 
the larger companies. As the work 
progresses, it is hoped that one com- 
pany after another will be working 
under the plan and that results will 
pretty much keep step with its estab- 
lishment. With the steady develop- 
ment of the plan under way, impres- 
sive results will be cumulative in the 
next few years. 








ROUND-THE-WORLD telephone conversation, linking men’s voices in 

every important capital and commercial city, is imminent. Already 
the earth is completely inclosed by chains of telephone connections. 
From the United States men talk across the Pacific with Manila and 
across the Atlantic through Amsterdam, Berlin, or Brussels to Manila 
again or other Eastern oceanic points. But working connections through 
Tokio and Shanghai to the United States and Oceania are still need- 
ed to provide the links between the last great centers of population. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


HucuH S. JoHNsSoN 
National Recovery Administrator. 


OcpeN NasH 
Author. 


Rev. CHARLES E. CouGHLIN 
Prominent Catholic radio lecturer. 


JosePpH B. EASTMAN 
Federal Coérdinator of 
Transportation. 


GerorceE HupDLESTON 
U. S. Representative from 
Alabama. 


FREDERICK M. DAVENPORT 
Former U. S. Representative 
from New York. 


Donatp R. RICHBERG 
General Counsel, N.R.A. 


WeEnNpDELL L. WILLKIE 
President, The Commonwealth & 
Southern Corporation. 


FRANKLIN D. ROOSEVELT 
President. 


Srmras H. Strawn 
Former President, U. S. Chamber 
of Commerce. 


—MonrTAIGNE 
“The Blue Eagle has just begun to function.” 


+ 


“People taken one at a time are often very sensible.” 


> 


“Modern capitalism and Marxian socialism are Siam- 
ese twins.” 


¥ 


“TI am not now prepared to recommend resort to public 
ownership and operation. 


aa 


“Time on the air should be available to anyone 
who applies for it regardless of subject matter.” 


¥ 


“Nobody wants bureaucratic regimentation, but nobody 
wants private economic serfdom for workers and con- 
sumers either.” 

5 

“We are not experimenting on 120,000,000 guinea pigs; 
but sometimes it does seem as though we were trying 
out a good many hogs.” 


e 
“Those who contend that public regulation has failed— 
which it has not—certainly cannot expect better results 
from the more complex task of public operation.” 


- 

“T state to you categorically that as a broad general 
rule the development of utilities should remain, with 
certain exceptions, a function for private initiative and 
private capital. < 


¥ 


“Wirt is on the right track. There never 
was a time in our history when good, sound Americanism 
of his type was needed as much as now to save the 
country from the intellectual jackasses down in Wash- 
ington.” 
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WHY I WANT TO SEE 


Fair Treatment of Utilities 


A holding company employee, security and life 

insurance owner, savings bank depositor, tax- 

payer, user of utility service, and believer in 
fair play, speaks his mind. 


By A. G. CEDERSTROM 


OME evenings ago as I sat and 
pondered over the various dis- 
cussions and criticisms I had re- 

cently read and heard concerning the 
public utility situation, the thought 
occurred to me that there were several 
real and logical reasons which made 
me want to see the utility companies 
receive fair treatment. These reasons 
soon became definitely outlined in my 
mind and I have put them down on 
paper for those who may be inter- 
ested. 


a: I am an employee of a 
holding company. The company 
which employs me has invested its 
money mainly in the securities of util- 
ity companies. If these companies 
are not allowed earnings sufficient to 
pay interest and dividends on their 
securities—which is really the rental 
paid for money—my employer will 
receive less income and will, there- 
fore, have to economize by cutting 
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down expenses, reducing salaries, and 
discharging some of its employees. 

If my salary were lowered my pur- 
chasing power would be reduced, and 
if I should lose my position, my fam- 
ily might eventually become dependent 
upon charity. We might lack the 
comforts and even the necessities of 
life. This is not a cheerful picture 
but it is a true one. 


oe I am an owner of life in- 
surance. I own this as a protec- 
tion for my family. In the event of 
my death, the proceeds of my insur- 
ance policies would educate my chil- 
dren and enable my wife to live com- 
fortably until such time as the chil- 
dren become self-supporting and can 
contribute towards their mother’s 
needs. 

If I should be so fortunate as to 
live until the age when I can no longer 
work, it is my hope that the cash sur- 
render value of my insurance policies 








will enable me to live comfortably 
without becoming dependent upon 
charity. 

Life insurance companies at the 
end of 1933 had total assets of some- 
what more than twenty billions of 
dollars, of which approximately one 
tenth was public utility securities. If 
the utility companies do not have suf- 
ficient earnings to enable them to con- 
tinue to pay a fair return on these 
securities, it will mean less income to 
the insurance companies, probably 
necessitating an increase in the net 
cost of my life insurance, and per- 
haps an impairment of the cash value 
of my policies. 

The company in which I am in- 
sured, according to latest information 
I have available, owns $2,845,000 
face value of bonds of a certain utility 
company which operates in a terri- 
tory which may be served by a power 
development being paid for by United 
States government funds. I believe 
the company is efficiently operated 
and earnings do not appear to be ex- 
cessive. The threat of unfair gov- 
ernment competition, however, has 
driven the market value of these se- 
curities down to $1,438,525, based on 
recent quotations, or about one half 
of their face value. 

This is not an unusual case, as it 
is possible to find instances where 
bonds of utility companies confronted 
with similar situations have recently 
sold at one third of their face value. 

If such a state of affairs continues, 
the solidity of insurance companies is 
certain to be affected, and I, as one 
of some sixty-five million policy hold- 
ers, will suffer, either through in- 
creased premiums or possibly lower 
values for my policies. 
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HIRD: I have an account in a 
savings bank. This is a reserve 
to be used in case of unusual expendi- 
tures or emergencies. The latest in- 
formation I have available shows that 
mutual savings banks in the United 
States had total assets of some ten 
billions of dollars, of which approx- 
imately six hundred fifty millions was 
invested in public utility company se- 
curities, so again the same story is 
true. The interest on my savings 
account may be reduced in the event 
of inadequate utility earnings, and 
even my principal may be affected. 
National banks have some six hun- 
dred seventy millions in utility securi- 
ties while other banks own an addi- 
tional four hundred and forty mil- 
lions. Utility securities held for trust 
accounts by national banks amount to 
two hundred seventy-five millions, 
making a total of more than two bil- 
lions of dollars of securities of utility 
companies owned and controlled by 
the banks. This does not include the 
vast holdings of such securities by 
trust companies and state banks in the 
trust funds for which they are re- 
sponsible. 


en: I own utility company 
securities. By practicing thrift, I 
have purchased from time to time 
bonds, preferred stocks, and common 
stocks of utility operating and hold- 
ing companies. Some of the stocks 
have reduced or omitted their divi- 
dends, causing my income and pur- 
chasing power to shrink. 

Largely due to the fear of unfair 
competition from municipal plants 
and the Federal government’s threat 
to go into the electrical business, the 
prices at which some of these securi- 
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Duplication of Facilities Means Higher Costs 
and Poorer Service 


ce AXPAYERS, whether they are employees of utility compa- 

nies directly or indirectly interested in their securities, and 

those who desire the best service—and that takes in all of us— 

should resist to the last ditch, every effort to establish wuneco- 

nomical duplication of facilities by municipalities, because in the 
end this means higher costs and poorer service.” 





ties are selling are ridiculous in com- 
parison with what they would sell for 
if these disturbing conditions were 
not present. Many of them are sell- 
ing at prices which are only a small 
fraction of their cost to me. 

The situation has been further ag- 
gravated by the added burden of in- 
creased Federal, state, and local taxes, 
some of which cannot be considered 
as other than discriminatory, and un- 
warranted decreases in rates brought 
about by pressure on the part of the 
various state commissions, which 
have been encouraged by the attitude 
of the Federal government. 

I paid for these securities with 
money saved from my earnings, and 
I feel as if I am being punished for 
owning utility company securities. 
As far as I can see, I have done no 
wrong. Where there is or has been 
dishonesty in the utility industry, we 
should enforce the laws of the nation, 
and put those responsible for it in 
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jail; but innocent bona fide investors 
—including widows and children— 
owning utility securities should not be 
made to suffer unjustly for the mis- 
deeds of others. 

Apparently it is the policy of the 
Federal government to encourage the 
construction of, and to advance at 
random the funds necessary for build- 
ing, competing utility plants and 
transmission and distribution lines in 
order to furnish so-called yardsticks. 
It certainly should not be necessary to 
resort to governmental competition in 
order to get fair rates. 


| page I am a taxpayer. As 
a taxpayer, I am, of course, in- 
terested in what becomes of the 
money which I pay in taxes. When 
I find that it is being used to du- 
plicate existing power plants which 
are not being used to full capacity 
and which are able to take care of any 
normal increase in load for years to 


| 
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come, I am disturbed, to say the least. 
I do not see the justification of spend- 
ing my money in such an uneconomic 
manner. 

It is the responsibility of the gov- 
ernment to use the proceeds of the 
taxes levied for the best interests of 
all the taxpayers. If I am to retain 
my faith in our form of government, 
the money which I contribute to its 
upkeep must be impartially, compe- 
tently, and honestly administered. 
— : I want good utility service. 

As a customer of the utility com- 
panies, I want good service. I want 
electricity, gas, water, and telephone 
service whenever I desire to use it. 
If the utility companies are not per- 
mitted to charge rates which are suffi- 
cient to pay its employees, operating 
expenses, and rental of money used 
in the enterprise, I cannot expect to 
receive efficient service. 

If these companies are not permit- 
ted adequate earnings they will not 
be able to raise the additional money 
which is constantly being required to 
provide the necessary equipment to 
keep abreast of new developments in 
the industry and the quality of my 
service is certain to deteriorate. 
een: I believe in fair play. 

I am a firm believer in the policy 
of live and let live. When the govern- 
ment is imposing increased taxes and 
increased labor costs upon the utili- 
ties and at the same time demanding 
lower rates, it appears as if the ele- 
ments of honesty and fair play are 
lacking. 

The government, taking advantage 
of its sovereign power, has imposed 
codes on private companies which in- 
crease their costs and has then ex- 
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empted public plants. It has in- 
creased taxes on private companies 
and used their own money in part to 
build tax-free governmental plants, 
and urges any and all municipalities 
to accept gifts and loans to build 
plants of their own. It is disguising 
the losses under its rates and making 
up the losses from taxes. 

I believe that this is not competi- 
ton. It is persecution of the private 
companies and a fight against odds 
which a fair competitor would scorn 
to utilize. 


HEN you have read the fore- 
going, think how your own posi- 

tion is affected by unfair treatment of 
the utility companies. Consider the 
fact that more than four billions of 
dollars have been invested by banks 
and insurance companies in the se- 
curities of these companies and that 
the persecution of these utility com- 
panies threatens in part the life sav- 
ings of millions of hard working, 
thrifty citizens of the United States 
who have denied themselves so as to 
invest their money in utility securities 
which were issued so that public util- 
ity plants might be built for the serv- 
ice of themselves and their neighbors. 
Think of the numerous individual 
holders of securities of utility compa- 
nies. Are they deserving of the 
treatment which is being accorded 
them? Is it fair to them for the gov- 
ernment to use its credit to duplicate 
existing utility plants which will de- 
stroy the value of their investments? 
Is it fair to use the taxpayers’ money 
in such an unsound manner? Give 
the private utilities the benefit of the 
low rate of interest enjoyed by the 
Federal government and freedom 
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from taxes, which it is stated now 
amount to 17 cents of each dollar of 
revenue, and they will easily be able 
to equal the rates of any municipal 
and Federal plants. 

Every municipal plant which is 
built means just so much less revenue 
for the privately owned utilities. It 
means duplication of facilities, or, in 
plain words, the squandering of your 
money in a wasteful and unnecessary 
manner. Give the private utilities an 
even break and they will soon be able 
to convince even their most violent 
critics of their ability to serve their 
customers at the lowest possible cost 
and still provide a fair return to their 
security owners. Fair play has al- 
ways been the watchword of our 
progress and let us make sure that 
it will continue to be so. 


| hee some time a campaign has been 
conducted deliberately to misin- 
form the public concerning the affairs 
of utility companies. This has result- 
ed in a widespread and erroneous im- 
pression that the cost of utility service 


to the consumer is unreasonable and 
that there is no such thing as an 
honest utility company. 

Stockholders of utility companies 
will presumably do what they can to 
correct this dangerous and unfair 
condition. But those who are in- 
directly interested as employees, as 
owners of insurance policies, as de- 
positors in savings banks, and as be- 
lievers of fair play, should also make 
themselves heard. 

Taxpayers, whether they are em- 
ployees of utility companies directly 
or indirectly interested in their securi- 
ties, and those who desire the best 
service—and that takes in all of us— 
should resist to the last ditch, every 
effort to establish uneconomical dupli- 
cation of facilities by municipalities, 
because in the end this means higher 
costs and poorer service. 

Fair treatment of the utilities will 
be for the benefit of all concerned— 
company employees and security own- 
ers, insurance policy holders, bank de- 
positors, taxpayers, and even the mere 
users of utility service. 








Curious Items about the Carriers 


Steam railroads carried 480,717,777 passengers 16,997,426,362 miles 
(in 1932) with but 23 fatalities or 1 for each 739,018,537 miles traveled. 


a 


+ 


THE number of revenue rail and bus passengers carried by 202 
electric railways, representing over 93 per cent of the industry, showed 
a decrease of 6.0 per cent in 1933 as compared to 1932, and a decrease 
of 12.1 per cent in 1932 as compared to 1931. 


* 


* 


REVENUE passengers carried by electric railways (representing 85 
per cent of the total traffic of the transit industry) in first eleven 
months of 1933 decreased 8.14 per cent compared to the same period 
in 1932. Motor bus passengers showed a decrease of 2.3 per cent for 


the same period. 
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State Income and Gross 
Revenue Taxes 


} Rony very much interested in an article 
by Aaron Hardy Ulm in the March 15th 
issue of Pusiic UTitities ForTNIGHTLY on 
the subject of the amount of taxes which 
utilities have to pay in the various states. 

However, I noted in the list of state taxes 
published on page 340 of that issue two 
statements which I think are susceptible to 
correction. In the case of Kansas the list 
gives a 2 per cent levy on gross income. My 
own collection of state tax laws indicates 
that the state of Kansas collects an income 
tax on corporations of 2 per cent upon net 
revenues. I noticed also in California you 
state that the utilities pay 9 per cent on 
gross revenues. This is true but the state- 
ment as presented in the FortNnicHTLY is 
misleading by reason of the fact that the 
impression created is that California utilities 
may have to pay additional local taxes. It 
has been the practice in California for many 
years, on the other hand, to tax utilities a 
percentage on gross revenues in lieu of all 
other state, county, or municipal taxes. 


REALIZE that California utilities pay a great 

deal of taxes as compared with other 
utilities, as evidenced by the statement of 
President C. O. G. Miller, of the Pacific 
Lighting Company (New York Times, March 
27, 1934), to the effect that California utilities 
pay considerably more than half the cost of 
the state government. But in all fairness to 
the state of California, I think the Forrt- 
NIGHTLY list in Mr. Ulm’s article was a 


little. hard on it. 
—G. D. Stocum, 
Long Branch, N. J. 


¥ 


Eprtors’ Note.—We are thankful to Mr. 
Slocum for directing our attention to the mis- 
leading impression caused by the state utility 
tax list published in the article by the late 
Mr. Aaron Hardy Ulm. Mr. Slocum is 
correct in saying that the Kansas tax should 
be listed as chargeable on “net income” in- 
stead of “gross income,” and that the Cali- 
fornia tax should state that it was in lieu 
of all other local taxation. Incidentally, the 
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same objection, we find, can be made to the 
listing of the tax in North Dakota as 12 
per cent on gross income of utilities. The 
North Dakota tax at this writing was in 
the process of litigation. 


& 
A Suggestion to the Railroads 


T seems to me that the “circle tour” or 

“excursion” idea might profitably be elab- 
orated upon by the railroads for the purpose 
of re-acquainting the traveling public with 
the superiority of rail travel. This might be 
accomplished by what might be called “tour- 
ists’ convenience tickets” or “fixed itinerary 
tickets.” The special characteristics of such 
tickets would include definitely and individu- 
ally prearranged stop-overs, side trips and de- 
tour privileges, moderate fares, freedom as 
to choice of return route, etc. Passengers 
holding such tickets would, of course, be 
barred from Pullman cars except from 9 
Pp. M. to 8 A. M., and would also be ex- 
cluded from all extra fare trains unless they 
agree to pay the normal fare during the 
period of occupancy of such first-class facili- 
ties. It is said that tickets of this general 
character have been found hugely successful 
in Italy and Hungary. This year, because 
of the depreciated dollar, we may reasonably 
expect substantially increased business from 
foreign visitors, and the railroads owe it to 
themselves to attract as much of their money 
as they possibly can. However, the native 
tourist needs plenty of encouragement too. 


o illustrate—all tickets of the proposed 

class sold at any point along the Atlantic 
seaboard between Washington and Boston 
should be made to read to or via Chicago 
as long as the Century of Progress remains 
one of the principal attractions of the day, 
and should permit continuing trips westward 
and southward, and return, without going 
back to Chicago. However, if all or any 
part of the return journey is made over the 
route used on the way out, a proportional 
discount shall be in order. For example—a 
person may hold a tourist ticket good from 
New York to Kansas City via Chicago over 
the Lehigh Valley, Nickel Plate, and Santa 
Fe roads, returning via the Alton and the 
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B. & O. Such a ticket would be written 
at what we may call the maximum tourist 
rate. On the other hand, he may have 
bought a ticket going and returning the same 
way. That ticket would be sold at the 
minimum tourist rate; perhaps 20 per cent 
or 25 per cent less than the maximum. An- 
other person may hold a ticket like the first 
except that he will use the Santa Fe both 
ways between Chicago and Kansas City, but 
will return to New York from Chicago over 
the Erie. If the distance traveled over the 
Santa Fe is one third of the total mileage of 
his ticket, he should receive a discount from 
the maximum tourist rate equivalent to one 
third of the difference between the maximum 
and the minimum tourist rates. If he returns 
to Chicago on the Alton and continues to New 
York over the Nickel Plate and the Lehigh 
Valley, he should receive a discount amount- 
ing to about two thirds of that difference. 
If he were to go out as stated, and returned 
by way of St. Louis, Cleveland, and Buffalo, 
using the Missouri Pacific, the Big Four, 
and the Nickel Plate, and then went home 
via the Lackawanna, he would be entitled 
to a share of the rate difference equivalent 
to the ratio of the mileage traveled over the 
Nickel Plate (between Cleveland and Buffalo 


«ag ways) to the total mileage traveled by 
im. 


T= present difficulty with most excursion 
tickets is that they restrict the travelers’ 
freedom of movement too severely. There 
are thousands of le who would “visit 
around” wherever friendship or fancy might 
take them if it could be made approximately 
as cheap, in proportion, as the Chicago 
World’s Fair excursions are. They do pre- 
cisely that by private automobile because the 
automobile goes where they want it to go 
The railroads sell special tickets that do not 
permit any deviation from the fixed course. 
The railroad passenger business will improve 
when “go-where-you-like” tickets are sold at 
moderate rates to a public which has been 
rendered receptive to the idea by means of 
general advertising in which the freedom 
to “roam by rail,” to visit where and what 
one likes at low cost, has been skilfully 
stressed. Most railroad advertising today 
errs in trying to bring people to travel to 
selected destinations. The proper thing is to 
encourage tours to or through amy destination 
selected by the traveler himself. 
—A.pert J. FRANCK, 
Richmond Hill, N. Y. 








in. 





Thumb-nail Essay on Economic Planning 


We have always been blessed with an 
abundance of social welfare planners. In 
the course of a brief span of years even the 
casual observer must have noticed that fact. 

These planners are intelligent persons with 
the best of motives. They just can’t help 
planning. They must always be doing some- 
thing for others whether the others like it 
or not. 

* x 

Some of our political leaders have lately 
taken up the planning idea on a grand scale 
for the good of the country. They have 
shown considerable enthusiasm for what is 
called economic planning. 

Some planning for the good of the people 
was recently tried on quite an ambitious 
scale but not with very much success as 
many persons believe. 


A group of planners thought it would be 
a splendid thing for the economic and social 
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welfare of the people if they wane stop 
drinking hard liquor, wine, and 

So they planned to have them do it, They 
made the practice unlawful. 

What the planners overlooked, however, 
was the factor of human behavior. A very 
large number of persons resented having 
others plan their drinking habits for them. 
So the plan, while good in theory, did not 
work in practice. * 

Still the planners have not lost faith. 

The most progressive of the planners now 
want the national government to plan for 
the general economic welfare of the entire 
country. The people are to be told what 
and how much to grow and manufacture, 
what to eat and buy, and how much to pay. 

It looks almost as enticing as prohibition did. 

The most enthusiastic advocates of whole- 
sale economic planning are of course, as 
always, those who wish to do the planning. 











What Others Think 





The Kansas ‘“‘Port of Entry” Law 


HAS BEEN some years now since the 
industrious research of Mr. Robert 
L. (Believe-it-or-not) Ripley revealed 
the strange perversion of our language 
by which a freight car’s load is com- 
monly called a “shipment,” while a 
ship’s load is commonly called a “car- 
go.” It remained for the Kansas legis- 
lature to climax such word juggling by 
enacting in 1933 a “Port of Entry” 
law. 

“And what in the world,” you may 
well ask with bewildered mien, “does 
the landlocked state of Kansas want 
with a Port of Entry law?” 

The explanation is that Kansas ports 
are not of the seashore variety but 
designated border cities on principal 
highways. And the law does not af- 
fect seagoing vessels, but more modern 
argosies of commerce—motor trucks. 

It appears that Kansas, like other 
states, has spent enormous sums in the 
improvement of public highways and, 
proceeding upon the theory that those 
who use the highways for a profit 
should bear a proportionate cost of 
their construction and maintenance, the 
state has had for many years a statute 
requiring commercial users of the high- 
way to pay a ton-mile tax based upon 
the weight of the vehicle and the num- 
ber of miles traveled. But while the 
tax was admittedly fair, the officials 
who collected the taxes in Kansas be- 
came convinced that certain persons 
were not paying them, or at least not 
as much as they should. 


HAT to do? There was a meeting 

of the best minds in the sunflower 
state and Charles W. Steiger, general 
attorney for the Kansas Corporation 
Commission, finally became inspired. 
Mr. Steiger was aware that the state, 
some time previously, had set up a num- 
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ber of port of entry stations along 
principal highways to collect the state 
gasoline tax and prevent bootlegging of 
gasoline transported from refineries 
within the state. He conceived the idea 
that these routine gasoline checking 
stations might be expanded and that 
the tax-policing system might be ap- 
plied to other classes of “taxes.” He 
accordingly prepared the Port of En- 
try law which passed without any op- 
position through the Kansas legislature 
in 1933. Here is a brief description of 
the act as set forth in a bulletin issued 
to the state commissions by the Na- 
tional Association of Railroad and 
Utilities Commissioners : 


A statute lately enacted creates a “Port 
of Entry Board,” of which the chairman 
of the state corporation commission is a 
member. This board is to establish ports 
of entry near the state line upon the main 
highways entering Kansas, and is to appoint 
deputies or agents to maintain registration 
offices at such ports of entry. Every motor 
carrier transporting passengers or freight 
for hire into the state must pass through 
one of these ports of entry and stop at the 
office there maintained to register and sub- 
mit vehicle and load to inspection. The 
driver will be required to show where the 
vehicle is registered; the origin and destina- 
tion of the shipment carried; and to file a 
manifest showing “the precise nature and 
character of the cargo and the weight there- 
of” ; also the highways over which the motor 
vehicle is to travel in Kansas and the place 
where it will leave the state. The inspect- 
ing officer is required to inspect the vehicle 
and to determine that it is safe and road 
worthy, and to satisfy himself as to the 
character and the weight of the cargo. If 
the vehicle is not registered in Kansas it 
receives a special permit for the particular 
trip, paying the statutory road fees to cov- 
er such trip. Such permit may not be is- 
sued, however, unless the vehicle is covered 
by liability insurance. After passing in- 
spection, and making payment of fees, a 
clearance certificate will be issued for the 
particular trip to be made, which will be 
attached to the windshield. If a motor car- 
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rier enters Kansas without registration at 
a port of entry the driver is subject to fine 
and imprisonment, and the vehicle and car- 
go may be held until fine, costs, and permit 
fees are paid, “and the offending driver may 
be required by the court imposing such sen- 
tence to return to the port of entry through 
which he should have passed and there 
comply with all the provisions of this act 
with which he should have complied in the 
first place.” 


are not under Kansas commission 
jurisdiction are required to pay taxes 
at the ports of entry. Local carriers 
pay taxes monthly as before. Practi- 
cally every main highway in Kansas is 
now equipped at the border with these 
port of entry stations. There is a total 
of 65 stations, 10 of which get the bulk 
of the traffic. Some port attendants 
are full-time employees; others get a 
commission on the traffic checked 
through. 

Mr. Steiger, in a letter to General 
Solicitor John E. Benton, of the na- 
tional association, made public to the 
member commissions, tells us of the 
interesting policing possibilities of the 
law: 


I sincerely believe that the mere pres- 
ence of these stations has caused the avoid- 
ance of a great many accidents and inju- 
ries from the operation of improperly 
equipped motor units. Whenever a truck 
crosses a state line it is checked for brakes, 
lights, and road worthiness, and no truck 
enters the state of Kansas today unless it 
is properly insured. We have no more 
complaint from the person who has suf- 
fered an accident caused by the carelessness 
of an out-of-state operator being unable to 
secure satisfaction in the event of the neg- 
ligence of the operator. The ports of entry 
have succeeded in a great number of in- 
stances in recovering stolen freight and 
stolen vehicles. The police feature of this 
act and the benefits derived therefrom are 
not ascertainable and cannot be reckoned in 
dollars and cents. When a nonresident com- 
mercial trucker not under the jurisdiction 
of this commission approaches one of the 
stations he fills out a manifest declaring 
the weight of his equipment and cargo, and 
the point of destination in Kansas, his tax 
is then computed readily and he pays in ad- 
vance the amount of such tax required for 
the trip. In the event they desire to com- 
ply with the Kansas law they may do so 
by filing an application, making their de- 
posit and filing their insurance, then they 


O’ COURSE, only the truckers who 
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are required to pay their mileage tax 
monthly and are permitted to operate on 
the sae basis as the owners of Kansas 
trucks. 


R. STEIGER tells us that the com- 

mercial trucking companies are 
now, for the most part, codperating al- 
though there were a few complaints 
when the law first went into effect. 
Most regular companies approve of a 
law that prevents fly-by-night and 
“chiseling” competitors from taking un- 
due advantage by evading taxation. Mr. 
Steiger thinks that it might be well for 
other states to try the Kansas experi- 
ment to the end that states might co- 
Operate in maintaining joint or “two- 
way” port of entry stations. He says it 
would be a “wonderful experience if the 
states could have the value of an act 
of this kind for one year prior to any 
Federal regulation.” 

Perhaps, but what about results? 
Kansas’ neighbors might all suddenly 
be “from Missouri.” On the basis of 
“money taken in at the gate,” as the 
baseball managers say in discussing 
players’ salaries, it must be admitted 
that the Kansas law made a good show- 
ing for its first quarter. (The law has 
been effective only since January 1, 
1934.) Here is the quarterly report 
as summarized by the National Asso- 
ciation bulletin of April 26, 1934: 


In the three months, 117,613 trucks 
passed into or from Kansas transporting 
merchandise. Port of entry taxes in- 
creased each month, a. been as fol- 
lows: January, $9,561.89; February, $10,- 
720.35; March, $12,212.46. Motor carrier 
taxes, which are not included in port of 
entry taxes but are based on the mileage 
operations of all loaded trucks, showed a 
marked increase over last year, having been 
for the months covered as follows: Janu- 
ary, 1933, $16,317; January, 1934, $28,- 
993.61; February, 1933, $17,155; February, 
1934, $19,264.34; March, 1933, $11,891.66; 
March, 1934, $31,654. The port of entry 
taxes are collected from operators not reg- 
istered in Kansas; but under the port of 
entry law record is kept showing the move- 
ment of all trucks which operate across 
state lines. These records enable the com- 
mission to check the monthly returns of 
operators registered in Kansas; and to this 
the increase in motor carrier taxes over last 
year is largely attributed. 











PUBLIC UTILITIES FORTNIGHTLY 


Mr. Steiger adds that, although the 
original purpose of the act was to in- 
sure full collection of taxes from out- 
of-state operators, the actual result was 
to uncover a substantial amount of tax 
evasion by the home talent. He points 
to the increase in applications to the 
commission for state permits rising 
from 288 for the first quarter of 1933 
to 468 for the first quarter of 1934. 


UT THERE are other questions which 

the Port of Entry Law raises be- 
sides the tax collector’s pound of flesh. 
What about the tyranny of excessive 
policing? Of course, no such objec- 
tion could be raised to the Kansas law 
itself. Undoubtedly those who use the 
highway for profit should be expected 
to submit to whatever supervision is 
necessary to insure that they use it 
properly, safely, and that they pay their 
share for the privilege. The stopping 
of all commercial trucks at the state 
lines for policing purposes, however, 
may suggest the stopping of all cars at 
the state lines or elsewhere for policing 
purposes, and therein lies a danger 
from which America has always been 
free—up to now! The United States 
Supreme Court during the unfortunate 
existence of another noble experiment 
sat down hard on attempts of prohibi- 
tion officers to stop private automobiles 
on the highways without “reasonable 
grounds.” 

There is a tendency of overzealous 
police officials to imagine they could 
do a much better job of keeping the 
peace if every man, woman, child, and 
dog, so to speak, in the community 
were fingerprinted. Such is the system 
of continental police and experienced 
travelers will testify to its annoyance. 
The New York State Association of Po- 


lice Chiefs, meeting in Utica August, 
1932, approved unanimously of na- 
tional legislation which would compel 
every resident of the United States to 
carry a “personal identification card.” 
An editorial in the Rochester (N. Y.) 
Times Union promptly challenged the 
merit of such a suggestion. 


It is against the entire spirit and tradi- 
tion of America, more similar to the regi- 
mentation, the supervision, the petty police 
tyranny which is to be found in so many 
countries in Europe today. 

It is even doubtful whether the establish- 
ment of such a national system of compul- 
sory identification cards would be of any 
great value to the police. In no time there 
would be a flourishing industry in the forg- 
ing of cards for criminals were Congress 
to pass any such unwise law. 

What the police of this country need is 
not more laws but fewer ones and, of even 
greater importance, complete severance 
from politics and political control. 

If by some miracle this could be obtained 
law enforcement would take on a new as- 
pect in this country. 


UcH discussion, however, is only by 
way of reminder that there is a 
limit beyond which legal enforcement 
may encroach upon the traditional lib- 
erties that are the constitutional heritage 
of every American citizen. It is only 
fair to repeat that the Kansas Port of 
Entry Law does not seem susceptible to 
objection on such ground. It just hap- 

pens to point in that direction. 

X. W. 


Butuetin. National Association of Railroad 


and Utilities Commissioners. December 4, 
1933, and April 26, 1934. 
CoMMUNICATION from Charles W. Steiger. 


Released by office of General Solicitor of 
National Association of Railroad and Util- 
ities Commissioners. May 18, 1934. 


An Un-American Svuccestion. Editorial. 
Rochester Times Union. August 26, 1932. 





The Roosevelt (R)evolution and the Utilities 


YOUNG barrister, yet to win his 
legal spurs, was earnestly plead- 
ing the cause of his client. As the trial 
progressed and evidence developed new 
angles to the case, the youthful attorney 
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found it to his advantage to amend 
his pleading. Soon after the court ac- 
cepted the amendment a second amend- 
ment was proposed. Probably in defer- 
ence to the age of the counsel the court 
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“LET ME TELL YOU ABOUT MY OPERATION .. .” 


permitted this amendment also. But 
when the youthful attorney sought to 
make a third amendment to the original 
pleading, the judge finally clamped the 
lid down on amendments. The spirited 
but respectful attempt of the young 
lawyer to prove the learned judge was 
in error in denying counsel the right to 
amend his pleading was frustrated 
when his honor replied: “If the court 
were to countenance the practice of 
permitting counsel to amend his plead- 
ing ad infinitum, he might go into court 
suing on a contract and come out with 
a divorce decree.” 

Whether or not any limitation is set 
on amendments permitted the author of 
a published book is another question. 
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But Ernest K. Lindley, who has “cov- 
ered” Mr. Roosevelt since the President 
went to Albany as governor of New 
York, reserved the right to amend his 
volume, “The Roosevelt Revolution,” 
which was published last fall. In his 
preface to this history of the first phase 
of the New Deal, Mr. Lindley said: 
“The book is tentative. I reserve the 
right to amend it and enlarge it as 
errors or new facts come to my atten- 
tion.” 

But, as the judge in the foregoing 
story pointed out, amendments might so 
completely alter the original case that if 
Mr. Lindley pursued his right to amend 
as persistently as did the young counsel, 
a new book might be the result. 








At any rate, Mr. Lindley’s reserva- 
tion is well taken. Already there is 
need for the author to exercise his 
right and make a change in the title 
of the book itself. Only recently, 
President Roosevelt suggested the de- 
letion of the letter “r” in the word 
revolution, as applied to the New Deal 
administration. Evolution, the Presi- 
dent maintained, is the proper appella- 
tion. 


Hus defined the New Deal is 

simply a natural and orderly proc- 
ess of development and not a funda- 
mental change in our government or 
its renunciation and substitution of an- 
other by the governed, as some would 
have us believe. But as Mr. Lindley 
said: 


Orderly readjustment by democratic 
methods may turn out to be impossible 
of achievement; Mr. Roosevelt may turn 
out to be the Kerensky of the Revolution. 
However, Mr. Roosevelt is a far abler man 
than most of the figures who have been 
thrown up in the transitional periods of 
history. His extraordinary accomplish- 
ments in seven months support the belief 
that orderly revolution is feasible. His 
success depends very largely on keeping 
the middle classes, especially the farmers, 
and labor moving down the road together. 
If the Roosevelt Revolution fails, it wil 
go down in history as a magnificent failure. 
If it succeeds, it will be a remarkable 
manifestation of the capacity of democratic 
government to solve the problems of the 
new industrial age. 


There is little in Mr. Lindley’s book 
directly concerning utility regulation, 
although in pointing out that the New 
Deal created no novelty by employing 
college professors for expert services, 
the author censures former electric 
utility practices in the following pass- 
age: 

The late National Electric Light Asso- 
ciation found them (college professors) 
useful in educating the public, through 
school children and the press, on the 
magnanimity and essential virtue of the 
electrical utilities. And it found no dearth 
of professors willing to serve on the finan- 
cial terms offered. Other trade associa- 
tions, industries, and subsidized survey 


groups have employed academic talent with 
profit to all concerned. 
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uT the public utility industry plans 

a most important rdle in another 
New Deal volume, “The Roosevelt 
Program.” This book, the publisher 
tells us, is designed to present the prin- 
ciples and policies of the New Deal 
against the background of conflicting 
interests that have heretofore prevented 
a solution of most of our present 
problems. The author, Cleveland Rod- 
gers, editor of the Brooklyn Daily 
Eagle, has characterized the utility in- 
dustry under the name of villain. In 
his opinion the cause of all our troubles 
is due in no small measure to our pres- 
ent system of public utilities and their 
regulation, or rather lack of effective 
regulation. Says Mr. Redgers: 


The history of public utilities in the 
United States, including the story of un- 
successful attempts to regulate them, goes 
a long way toward explaining the causes 
of the breakdown in our financial and eco- 
nomic system. Back of that system have 
been philosophies and practices that have 
made it impossible effectively to apply the 
principles outlined by Lord Hale, in con- 
trolling the gigantic enterprises based upon 
monopolies of a public nature by which 
private interests have exploited the people. 


Contending that the basic economic 
factors leading up to the Civil War 
were rooted in monopoly, Mr. Rodgers 
points out that: 

Although monopolies had_grown apace 
during the Civil War and Reconstruction 
periods, little real effort was made to curb 
them and the continuing largesse of the 
Federal government in the matter of land 
doles served as a safety valve. Meantime, 
all unknowingly, the Federal government 
had written the charter upon which the 
gigantic structures and superstructures of 
American industry and particularly of 
public service corporations were to be 
erected. 


Tt. author hangs his case against 
“the gigantic structures and super- 
structures of American industry,” in- 
cluding public service corporations, on 
the interpretation of the “due process 
clause” of the Constitution. This clause, 
in Mr. Rodgers’ opinion, has perhaps 
made more work for lawyers and the 
courts, not to mention public service 
commissions and legislators, than any 
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other legal conception during the past 
fifty years. Looking ahead, Mr. Rod- 
gers believes that this “‘due process 
clause’ is sure to be invoked to prevent 
the application of many of the measures 
passed by Congress.” Stating that bil- 
lions have been made as a result of 
the interpretation of the “due process 
clause,” the author says: 


Failure of public authority effectively to 
control and regulate those activities which 
depend for their very existence upon the 
public, that are monopolistic in their na- 
ture and could not exist without- franchises 
from public authority, have done more than 
anything else first to build up and then to 
destroy the gargantuan financial structures 
whose collapse brought the country to the 
brink of catastrophe. 


Thus, like many others, the author 
saddles the Insull collapse on the entire 
utility industry. “Mr. Insull,” says Mr. 
Rodgers, “is one of the real authors of 
the New Deal, so far as it applies to 
public utilities.” 

The author believes, however, that 
we have made some progress in regulat- 
ing public utilities, but, he says, “It 
has been necessary to fight every step 
of the way.” 

As might be expected by one having 
read this far, Mr. Rodgers strongly 
endorses President Roosevelt’s birch- 
rods-in-the-cupboard policy toward the 
electric power utilities as a logical ap- 
proach to a solution of the problem of 
public utility regulation. In recom- 
mending quasi public agencies quite 
capable of giving good service at cost, 
without private profits to any one and 
through governmental control of water 
power and generating plants, Mr. 
Rodgers says, “So long as the govern- 
ment keeps its hand on the switch at 
the power plant, distribution can be 
controlled through forms of contract 
with distributing agents.” 


T is the author’s opinion that financ- 
ing utilities rather than actual pro- 
duction of power, or construction of 
plants, is the biggest item entering into 
the cost of what they sell, and, it is 
his belief, that the government can 
finance such services infinitely cheaper 
than private interests, and through 
short-term distributing contracts the 
government can see to it that the public 
gets the benefit of this saving. 

President Roosevelt’s interest in the 
public utility question and his plans for 
the solution of the regulatory problem 
is discussed in some detail, and the au- 
thor also reviews the steps the Presi- 
dent has taken since the advent of the 
New Deal to put his utility regulation 
policies into effect. 

The railroad situation also is given 
considerable attention by Mr. Rodgers. 
“The situation,” he says, “has become 
so serious that the national welfare de- 
mands a wholesale reorganization and 
reformation of railroading.” However, 
critics of the railroad are admitting that 
the railroads themselves have done 
much to improve the situation recently 
and, no doubt, some amendment to Mr. 
Rodgers’ railroad chapter is in order. 


| addition to these and other national 
problems, including our monetary 
policy, the budget, relief, agriculture, fi- 
nance, and the NRA, the author pre- 
sents the new administration’s attitude 
toward war debts, the London confer- 
ence issues, Soviet Russia, and other 


foreign policies. 
—E. S. B. 


Tue RoosEvELtT REVOLUTION. By Ernest K. 
Lindley. New York: The Viking Press. 
328 pages. $2.50. 1933. 


Tue Roosevett Procram. By Cleveland 
Rodgers. New York: G. P. Putnam’s 
Sons. 275 pages. $2. 1933. 





A New Theory of Government Ownership 


HERE have been some good, bad, 
and indifferent arguments in favor 
of government ownership of utilities, 


but the argument used by Professor 
Harold Hotelling of Columbia Univer- 
sity appears to be the most unique line 








of reasoning that has fallen under the 
scrutiny of this review department for 
some time. He proves that the utilities 
should be operated by the government 
upon the “theory of line integrals.” 
Professor Hotelling doubtless has the 
mathematical formula by which he 
reached his inescapable conclusions. 
Addressing the Econometric Society in 
Philadelphia, he stated: 


The success of the government’s re- 
covery program, or of any national eco- 
nomic program, must be judged, not in 
terms of price levels, but in terms of the 
quantities of physical goods and services 
which are put into the hands of consumers. 
With this is to be considered the effect of 
the program on the distribution of wealth 
among different classes. But the chief 
thing needed is to increase physical pro- 
duction. In this respect much that is being 
done at Washington is definitely in the 
wrong direction. The attempts to increase 
the prices and curtail the production of 
oil, agricultural products, and other com- 
modities, are anti-social. Instead of de- 
creasing production, the government might 
well take measures to increase production, 
by intervening to lower certain important 
prices which have not fallen as much as 
the general level during the depression, and 
in some cases have actually risen. Most 
notable among these prices, as barriers to 
prosperity, are railroad and utility rates. 
It is suggested that the government operate 
the railroad and utilities, charging far low- 
er prices for their services than now pre- 
vail, and paying overhead costs by means 
of income, inheritance, and land taxes. 
This would bring about a tremendous in- 
crease in traffic and in business generally, 
just as the abolition of tolls on roads and 
bridges has been followed by increases in 
traffic. The extent of the increase in 
prosperity resulting from such a move has 
been investigated mathematically by the 
author, using the theory of line integrals 
and integrability conditions. The idea that 
all the overhead of such an enterprise as a 
railroad ought to be paid out of operating 
revenues, when examined mathematically, 
is found to rest on a fallacy. 


Hotelling’s suggestion 


— 

opens up a new view on govern- 
ment ownership, one that is not likely, 
perhaps, to commend itself to poli- 
ticians who must “sell” increased taxes 
to their constituency. Unquestionably 
the elimination of private ownership 
of highways did much to remove the 
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the channels of 

No one today 
would suggest going back to the old 
colonial toll turnpikes, or that the high- 
ways should be financed strictly on the 
basis of use or in any other way except 


obstructions from 
American commerce. 


through taxation. Would wholesale 
tax subsidizing of governmentally 
owned utility service prove similarly 
helpful by causing a tremendous in- 
crease in the use of these services with 
resulting beneficial effects upon our 
economic life generally? 

Perhaps some distinction might be 
made between highways and _ utility 
service by recalling that transportation 
is the life blood of commerce. Free 
roads mean free traffic and free traffic 
means increased commerce activities. 
Perhaps for this reason Professor 
Hotelling’s scheme might be more ap- 
plicable to rail carriers than to other 
utility service not concerned with trans- 
portation. Free or greatly reduced 
telephone rates, for example, would not 
greatly increase local telephone service. 
After all, one needs to talk over the 
telephone just so often and after that 
any rate reduction is useless to entice 
further patronage. To a lesser extent 
there may even be a saturation point in 
gas and electric service. 

Professor Hotelling’s theory also 
raises the question of whether increased 
use will really result from ultracheap 
utility service once the difference has 
been put on the tax bill and the “profit 
motive” removed. Utility operators 
now strive hard to stimulate increased 
use of service because of the incidental 
profit. But when did a road commis- 
sioner ever advise increased use of 
roads so that he could sell the taxpayers 
a new road as soon as the old one wears 
out? If utility service were subsidized 
by taxpayers it might even be the 
decent, sporting thing to use it as little 
as possible to avoid running up the 
deficit which the taxpayers must make 


up. 
N the other hand, we can see in 


New York city a limited applica- 
tion of Professor Hotelling’s theory in 
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the 5-cent subway ride, for which New 
York city taxpayers have to make up a 
certain deficit. Already some cities are 
partially subsidizing street railway 
service through tax exemption in order 
to keep such systems going for the bene- 
fit of the public at large. But this is 
again in the field of transportation and 
usually. under circumstances where it 
seems agreed that the service could not 
operate at a profit. 

Furthermore, subsidizing street rail- 
ways through taxation does not dis- 
place any other industry (with the neg- 
ligible exception of a few more motor 
cars which might otherwise be operat- 
ing), whereas the cheap-as-water idea 
of electricity would certainly tend to 
displace oil and coal (as a house heat- 
ing agency, for instance). 

Presumably the oil and coal em- 
ployees would then demand similar 
subsidy from tax funds under govern- 
mental operation and where would the 
thing stop? Obviously the government 
can’t carry on every business at a loss 
through tax subsidy just to promote a 
greater velocity in the production and 
exchange of goods. 


A" EXAMPLE of how low rates by 
governmentally operated utility 
service can cause mischief to other lines 
of business is to be found perhaps in 
the annual reports of the governor of 
the Panama canal. This governmental- 
ly operated agency pays no other taxes 
than a treaty payment to the Republic 
of Panama of $250,000 or approximate- 
ly 3 per cent of the taxes levied on 
American railways by local govern- 
ments and yet its revenues above op- 
erating expenses produce an annual re- 
turn of only about 2.23 per cent on the 
capital investment. The reason for 
such low earnings in this case is the 
low rates charged for passage through 
the canal—so low that American tax- 
payers must make up the difference be- 
tween the 2.23 per cent return and the 
interest which such an amount of gov- 
ernment funds would earn if put to 
work in a more profitable place. This 
is a limited application of Professor 


Hotelling’s theory, although the Pana- 
ma canal rates do cover operating ex- 
‘penses. Said the Chicago Tribune: 


Going back over the (Panama canal) 
reports for a period of years we find that 
the total collected from shipping has been 
monotonously close to 90 cents per ton of 
freight transported—44 cents per one hun- 
dred pounds, in our language. Such a rate 
is mere switching charge and yet for such 
a toll the government performs a service 
that is worth billions to shipping—indeed, 
in many cases the sole reason for its very 
existence. Theories of government opera- 
tion always sound well, but somehow or 
another government institutions have a way 
of working at a loss or, at best, an even 
break on the capital invested. We have no 
reason to suspect that the railway enter- 
prise would work otherwise. 

The administration owes it to the Mid- 
dle West to make a better effort than it 
has so far to show cause why these tolls 
cannot be advanced to a paying basis. The 
construction of this great project has 
proved a boomerang to this section of the 
country and the least that can be done is 
to raise tolls to a point that will produce 
a fair return on the money taken from 
the inland states to produce a facility that 
has benefited only the seaboard. e can 
find no logic in the argument of the steam- 
ship companies that Panama canal tolls 
should be regulated to those applicable on 
Suez canal transport. 


A very practical considera- 
tion that must be made in con- 
nection with Professor Hotelling’s in- 
teresting suggestion that the govern- 
ment operate utility service at less than 
cost is the fact that the American 
people, as represented by their govern- 
ment, may not be very anxious to take 
over utility services on such a basis. 
A municipal plant is usually “sold” to 
the people of a community by argu- 
ments that it will at least be self-sup- 
porting if not actually helpful to the 
general fund, while at the same time 
lowering rates to consumers. Such is 
the “taxless town” argument that has 
received so much attention. But there 
does not seem to be any known instance 
where the people of a municipality were 
won over to the idea of operating their 
own utility service upon the assurance 
that it would be a financial burden up- 
on the city, even though greatly re- 
duced rates would result. 


© 
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igre some experiments in public 
ownership have turned out to be 
serious financial burdens on the tax- 
payers, such as the Canadian National 
Railways, but that was not the original 
idea. Commenting along these lines the 
Nebraska State Journal stated: 


At the present time there is less senti- 
ment for public ownership of the railroads 
than in many years, if one may judge 
from the lack of interest in discussions 
of the matter and the few articles devoted 
to the subject. The reason is easily under- 
stood. At the present time the railroads 
of the country represent an investment of 
25 billions. Since 1929 they have lost half 
their old freight traffic and 75 per cent 
of their passengers. There are now in ex- 
istence thousands of miles of branch lines 
that represent little used surplus facilities. 
In the last fifteen years approximately 25 
billions has gone into a competing trans- 
portation system, roads and trucks and 
busses and private automobiles. Its effect 
upon employment may be judged from the 
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fact that there are only a little more than 
half as many railroad employees as thirty 
years ago. 


It is only fair to conclude that Pro- 
fessor Hotelling has developed an in- 
teresting proposal. It is to be hoped 
that we may have further —. 
upon the theory of “line integrals” 
applied to public ownership of utilities, 
which will give consideration to the 
perplexing problems which seem to 
arise if the theory were carried into 


practice. 
—F. X. W. 
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The March of Events 





Electric Utilities Seek More 
Flexible Regulation and 
More Business 


HE electric utilities are in favor of 

“thorough-going regulation.” Such was 
the declaration made at the recent second 
annual meeting of the Edison Electric Insti- 
tute by its retiring president, George B. 
Cortelyou. 

“What regulation needs,” said Mr. Cortel- 
you, in his opening address at the Atlantic 
City meeting June 5th, “is not to be made 
more rigid but more flexible.” 

Mr. Cortelyou, who is president of the 
Consolidated Gas Company, New York, re- 
viewed the progress of the industry and the 
EEI since the Institute’s first meeting in 
Chicago a year ago. Increased cost under 
the NRA, added tax burdens and agitation 
for lower rates are other matters to which 
Mr. Cortelyou directed the attention of the 
delegates. “Taxes and rates,” said Mr. 
Cortelyou, “cannot go in opposite directions— 
the one up and the other down—indefinitely.” 

Advising the utilities to keep down taxes 
by preventing the expenditures being made 
in the first instance, John J. Jackson, general 
counsel, Westinghouse Electric & Manufac- 
turing Company, declared that we all must, 
of necessity, whether we like it or not, in- 
terest ourselves in politics and the election 
of the right sort of legislators. The ad- 
vancement made in technological developments 
despite the distressing economic conditions 
during the past three years was described by 
Philip Sporn, vice president of the American 
Gas and Electric Company. The expansion 
of rural electric service during the past ten 
years was reported by P. H. Powers of 
Pittsburgh, vice president of the West Penn 
Power Company. 

F, A. Newton, of the Commonwealth & 
Southern Corporation, chairman of the Insti- 
tute’s rate research committee, declared that 
the depression if achieving nothing else con- 
structive had provided the means of evaluat- 
ing electric service to the users. Mr. Newton 
based his contention upon the increased do- 
mestic electric consumption throughout the 
depression. Although people were forced, be- 
cause of drastically reduced incomes, to elim- 
inate many things from their standard of 
living, Mr. Newton pointed out, they valued 
electric service too highly to drop it. 

J. L. Hecht, vice president in charge of 
operations, Public Service Company of North- 
ern Illinois, Chicago, stressed the need of 
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adjusting operations of the electric utilities 
to meet present trends. In Mr. Hecht’s 
opinion the industry is now in a situation 
where it should revert somewhat to the type 
of organization where versatility and capacity 
for carrying on various functions must be 
developed among the individual employees. 

A “new deal” in electrical merchandising 
through an active campaign with the full 
coéperation of electrical appliance dealers 
was recommended by J. E. Davidson, presi- 
dent of the Nebraska Power Company. K. 
Quinn, vice president of the General Electric 
Company also urged the industry to under- 
take a nation-wide program with strong pro- 
motional support to increase substantially the 
use of major electrical appliances in the 
home. 

George E. Whitwell, vice president in 
charge of sales, Philadelphia Electric Com- 
pany, emphasized the importance of studying 
the buying habits and the buying ability of 
the consumer in order to improve “the busi- 
ness of getting business” for the electric 
utilities. 

Referring to the revival of active house 
building sponsored by the New Deal adminis- 
tration, Allen L. Billingsley, president, Fuller 
& Smith & Ross, Inc., Cleveland, said that 
the wise utility will certainly regard the 
new housing field as the first objective of 
electrical home promotion. 

Thomas M. McCarter, president, Public 
Service Corporation of New Jersey, was 
elected the new president of the Institute. 
At the concluding session, President Cortelyou 
announced that the Institute had approved 
the proposed NRA code of fair competition 
for the electric light and power industry. 


¥ 


Congress Gets Waterway Plans; 
President Requests Delay 


i a long-awaited message on the nation’s 
water resources, President Roosevelt rec- 
ommended to Congress on June 4th that no 
legislation be enacted until detailed studies 
to be undertaken this summer and fall were 
completed, according to the New York Times. 

The message responded to a joint resolu- 
tion passed on February 2nd asking for a 
“comprehensive plan” for investment and de- 
velopment of rivers and harbors for the 
guidance of Congress in enacting legislation 
that would “provide for the maximum 
amount of flood control, navigation, irriga- 
tion, and development of hydroelectric power.” 











With the message President Roosevelt sent 
to Capitol Hill ten voluminous reports by 
technical subcommittee of an interdepart- 
mental committee appointed to study the sub- 
ject. This committee consisted of the Secre- 
taries of Interior, War, Agriculture, and 


r. 

That the New Deal administration has not 
abandoned the St. Lawrence Seaway project 
was emphasized at the White House when 
it was disclosed that the interdepartmental 
committee had recommended expenditures of 
$52,000,000 to benefit navigation on the Great 
Lakes and $177,000,000 for flood control, 
navigation, irrigation, and hydroelectric power 
possibilities in connection with the waterway, 
according to the New York Herald Tribune. 

In this report the Great Lakes area is 
treated as one drainage basin and the report 
takes into consideration the possibility that 
the St. Lawrence Seaway will eventually be 
constructed by the United States and Canada. 
The report proposes that, in addition to sums 
for harbors and Great Lakes channels, there 
shall be spent $27,000,000 for improving and 
deepening the Erie and Oswego canals. The 
annual cost of maintenance of the improved 
barge canal system would be $1,000,000. 

The proximity of the Niagara-St. Lawrence 
region to one of the important industrial cen- 
ters of the country and to New York, Boston, 
and other large Eastern cities offers a strong 
inducement for further developments of the 
large potential water power, the report stated. 

Plans for the development of the Red, 
Atchafalaya, and Ouachita rivers and the 
Pearl river basin were included in the re- 
ports which were submitted to Congress June 
6th. The reports are preliminary in char- 
acter and only outline the project without 
going into detail, according to the Times- 
Picayune. 

The best plan for developing the Pearl 
river valley, a technical subcommittee report 
stated, would be to provide navigation from 
the Rigolets up Pearl river as far as Jackson, 
Miss. This would require the construction 
of ten locks and dams. In addition it is 
suggested that two additional dams and two 
reservoirs be constructed for power pur- 
poses. The entire plan for navigation, power 
and flood control would cost $90,870,000, the 
committee estimated. 

Development of the Missouri river and its 
tributaries for power, navigation, flood con- 
trol, and irrigation at an ultimate additional 
cost of $300,236,000 was recommended also, 
according to the Bismarck (N. D.) Tribune. 

The list of practicable water-power proj- 
ects along the river included a 14-plant 
system in Montana combined with a naviga- 
tion channel project, 1,504,000 kilowatts at 
a cost of $153,219,400. 

The linking up of the electric power pro- 
duction in the entire Atlantic seaboard into 
one system is another recommendation in 


the report, according to the Richmond News 


46 





PUBLIC UTILITIES FORTNIGHTLY 


Leader. This would involve not only the 
James, but the Roanoke, Shenandoah, and 
Potomac rivers. These Projects would in- 
volve water-power development, flood and 
erosion control, and conservation of natural 
resources. 

Demands for additional power may develop 
in Virginia about 1936 and in North Carolina 
about 1940, the committee reports. 

The suggested work on the James river 
would cost approximately $14,000,000, of 
which $1,488,400 would be spent at Richmond. 
More than "$30,000,000 each would be re- 
quired for the Roanoke and Shenandoah proj- 
ects. 

The committee called attention to the many 
economies and benefits that would result from 
a consolidation of all electric projects under 
proper regulation and added that “further 
study of the feasibility of such consolidation 
or cooperation should be undertaken at an 
early date.” 

aa 


House Votes More Funds 
for the TVA 


ONTINUATION of the economic and social 

planning project in the Tennessee valley 
was approved by the House June 4th as it 
passed the deficiency appropriations bill allow- 
ing a new allotment of millions for the 
Tennessee Valley Authority. 

The deficiency measure named the TVA 
as among the agencies to participate in the 
more than 000,000 to be allocated by 
President Roosevelt. 

In a recent message to Congress the Presi- 
ent indicated he would earmark $48,000,000 


(e the new emergency appropriation for the 


TVA, with the sum used primarily in ad- 
vancing the unified physical development of 
the Tennessee valley by starting construc- 
{tion on four new dams. 

These dams with their estimated ultimate 
cost were listed by Arthur E. Morgan, TVA 
chairman, as Aurora, $42,000,000; A 
$39,000,000 ; aoe Broad, $30,000,000, and 

iwassee, $13,000 . A part of the new 
funds probably will go also to the Wheeler 
dam now under construction. 

Morgan, in a recent appearance before the 
House appropriations committee, said these 
dams are essential in the integrated develop- 
ment of the river for power, navigation, and 
flood control. It was explained new power 
generation units are not needed immediately, 
eee the principal purpose of beginning con- 
truction this year is to relieve unemployment. 

The TVA was advanced $50,000,000 when 
jt was created a year ago. This sum has 

used principally in the construction of 
Norris and Wheeler dams, building power 
transmission facilities and experiments in 
low-cost fertilizer production. 

Morgan estimated $310,000,000 will be re- 
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quired to complete the development, divided 
as follows: $72,000,000 in 1935; $56,000,000 
in 1936, $41,000,000 in 1937; $45,000,000 in 
1938, and $40,000,000 in 1939. 

He told the appropriations committee, how- 
ever, that the valley project will pay for it- 
self in twenty-five years. 


* 


Congress Passes Wire 
Control Bill 


ONGRESSIONAL action was completed June 

9th on the administration’s communica- 
tions bill when the Senate and House ap- 
proved a conference agreement, according to 
the New York Times. 

The new law, as signed by President 
Roosevelt, decrees the end of the Federal 
Radio Commission and transfers to a new 
7-member board, known as the Federal Com- 
munications Commission, all the duties now 
performed by the former relating to radio 
and all control now exercised by the Inter- 
state Commerce Commission over telephonic 
and telegraphic communications. 

The new arrangement, according to the 
declaration of Congress as set forth in the 
bill, is for the purpose of regulating interstate 
and foreign commerce in wire and radio 
communications, so as to make available, so 
far as possible, to all the people of the 
United States a rapid, efficient, nationwide, 
and world-wide wire and radio. 

A further aim is service with adequate 
facilities at reasonable charges and the main- 
tenance of an arm of national defense. A 
more effective execution of this policy is 
sought by centralizing authority, heretofore 
granted by law to several agencies, and by 
granting additional authority with respect 
to interstate and foreign commerce in wire 
and radio communication. 


¥ 
Begin Reorganization Plans 


MONG the concerns connected with utility 
activities whose stockholders and credi- 
tors are seeking to take advantage of the 
new Federal legislation facilitating reorgan- 


Seavey Nominated to FPC 


RESIDENT Roosevelt sent to the Senate on 
June 6th the nomination of Clyde L. 
Seavey, of San Francisco, Cal., to be a 
member of the Federal Power Commission, 
according to the Washington (D. C.) Post. 
Mr. Seavey is president of the California 


ization, are the following: St. Louis Public 
Service Company; Laclede Gas Light Com- 
pany, St. Louis; Midland United Company 
and its subsidiary the Midland Utilities - 
pany; the Gary Electric and Gas Company, 
a Midland Utilities subsidiary; American 
Electric Power Corporation; Hamilton Gas 
Company, and its subsidiaries the Larner Gas 
Company and the Thompson Gas Company; 
Central West Public Service Company; 
National Public Utilities Corporation; Con- 
solidated Gas Utilities Company, and the 
Associated Gas and Electric pany. 

The new law provides for supervision with 
consent of only two thirds of all creditors 
instead of all creditors as formerly required, 
and thus it is expected to obviate costly and 
long drawn-out receiverships. 


y 
Protest Federal Power Work 
Ce authorities for the coal industry have 
forwarded to representatives in Wash- 


ington resolutions condemning the further 
development of hydroelectric projects by the 
Federal government, according to the Chicago 
Tribune. 

The resolutions have the approval of more 
than 250,000 miners in twelve states, produc- 
ing more than 200,000,000 tons of bituminous 
coal annually, according to a survey made by 
the National Job Saving and Investment Pro- 
tection Bureau for the coal industry and other 
organizations. George L. Leahy, chairman 
of the bureau, announced recently that the 
latest opposition will center around the crea- 
tion of a Wabash valley authority. 


cod 
Power Resolution Favored 


C= Interstate Commerce Committee 
favorably reported the Norris resolution 
extending to January 1, 1936, the investigation 
being conducted by the Federal Trade Com- 
mission into utility operations, according to 
the Wall Street Journal. 

Senator Norris proposed that the investiga- 
tion be continued until 1937 but the committee 
cut it to 1936. 


e 
California 
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Railroad Commission. He has held this of- 
fice for six years, and previously he served 
on the state board of control and in other 
public offices. 

Mr. Seavey informed the Associated Press 
he had accepted the appointment and that 
he expected to take the oath in Washington 
about August 15th. 












Taxis Liability Bill Beaten 


HE house on May 28th defeated, by a 
vote of 187 to 129, a bill to require 
taxicabs and other public vehicles to carry 
liability insurance after passing another meas- 
ure to force all operators of motor vehicles 
who have violated serious traffic regulations 
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District of Columbia 


or who have failed to meet judgments result- 
ing from accidents to take out insurance be- 
fore being allowed to drive again. 

Despite the defeat of the taxicab liability 
bill, the measure relating to operators of 
other vehicles also will apply to them, accord- 
ing to an item in the Washington (D. C.) 
Evening Star. 


e 
Florida 


Electric Rates Reduced 


SWEEPING state-wide reduction in electric 

rates in 149 cities, towns, and villages 
served by the Florida Power & Light Com- 
pany became effective June 4th. 

Rate schedules for Miami Beach and Coral 
Gables grant identical rates to those offered 
the city of Miami by the company at a city 
commission conference a week ago and which 
now are under consideration. 


The rates will not be effective in Miami 
until after litigation has been settled, although 
they will be made applicable in territory 
formerly inside the city limits but recently 
excluded. 

Rates to be supplied other cities served 
by the company will not be identical with 
the proposed Miami rates but will be pro- 
portionate reductions, the present rates being 
on a different basis according to population 
and other conditions, the News stated. 


2 
Georgia 


Calls Gas Rate Hearings 


‘ &- public service commission June 7th 
cited all gas and express companies op- 
erating in the state to show cause why rates 
should not be reduced. The express compa- 
nies will appear July 9th and the gas com- 
panies one week later. 

The citing of the gas companies, according 
to the Atlanta Constitution, does not neces- 
sarily mean that a rate reduction will be 
ordered. Members of the commission are 
known to have already made a private study 
into gas rates and are said to be pretty 
generally satisfied with the rates now in 
effect. It was believed that the citation was 
for the purpose of getting up a record on gas 
schedules and with the idea that some circum- 
stance of rate structures, not developed in 


e 


the private investigations, might be brought 
to light at a public hearing. 


5 al 
Dealers Dismiss Suit 


eB gam electric appliance dealers of Atlanta, 
on their own motion, had dismissed in 
Federal court May 28th a suit seeking to 
restrain the sale of low cost electrical appli- 
ances by the Tennessee Valley Authority, 
according to the Miami Daily News. 

Federal Judge William Barrett dis- 
solved a temporary injunction which had been 
issued by a Fulton county superior court 
restraining the Georgia Power Company from 
selling the low cost appliances under super- 
vision of the Electric Home and Farm Au- 
thority, TVA subsidiary. 


Illinois 


Further Phone Rate Probe 


HE commerce commission is investigating 
rates charged Chicago telephone users by 
the Illinois Bell Telephone Company with a 
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view to determining whether there should be 
a rate reduction in addition to those recently 
sustained by the United States Supreme 
Court, according to The Wall Street Journal. 

In the meantime, the telephone company 
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indicated that it will file the rate schedule 
ordered by the commerce commission in 1923 
which was sustained in recent finding of 
the United States Supreme Court. No ex- 


tensive hearing will be necessary on this mat- 
ter and the commission, it is expected, will 
order the schedule into effect on day of 
notice by the company. 


v 
Kansas 


Phone Rates Reduced 


HE Southwestern Bell Telephone Com- 
pany on May 29th filed with the state 
corporation commission a schedule of rate 
reductions on extension phones, according to 
the Topeka State Journal. 
The rates are reduced from $1 to 50 cents 
a month and are applicable to service be- 
ginning with the month of June. 


Repeal Rate Compromise 


HE resolution and ordinance passed re- 

cently by the Lexington city commission- 
ers entering into an agreement with the Cen- 
tral Kentucky Natural Gas Company com- 
promising the natural gas rate controversy 
which has been raging in Lexington for nine 
years, was repealed by the commissioners 
June 5th, according to the Courier-Journal. 
Action of the commissioners followed the 
filing of a petition signed by 11,266 voters 
of the city and protesting against the com- 
promise. 

The commissioners, in the face of the peti- 
tion, could have repealed the resolution and 
ordinance or they could have submitted the 
question to public vote at the next election. 
The commissioners and mayor voted unani- 
mously in favor of repealing their previous 
action. 

Legal steps to test the validity of the 
commissioner’s action were taken immediate- 
ly, it being the company’s contention that 


Towns in which the reduction is effective 
include: Andale, Attica, Baileyville, Bazaar, 
Bern, Burns, Cedar Vale, Chautauqua, Cot- 
tonwood Falls, Council Grove, Elgin, Elm- 
dale, Erie, Florence, Frederick, Grantville, 
Halstead, Hugoton, Kelly, Labette, Lakin, 
Lecompton, Madison, Mount Hope, Onaga, 
Peabody, Peru, Satanta, Sedan, Sedgwick, 
Seneca, St. Paul, Sublette, Valley Center, and 
Williamsburg. 


e 
Kentucky 


the ordinance compromise agreement when 
signed by officials of the gas companies be- 
came a contract and, as such, was not subject 
to repeal. 

5 


Loses City Light Plant Suit 


paar recently lost its appeal to the 
court of appeals from judgment of the 
Bell circuit court in favor of Henry R. Giles, 
who sued to prevent the city from holding 
a referendum election June 15th on the ques- 
tion of borrowing Federal funds for the 
ee of constructing a municipal power 
plant 

A city ordinance called an election June 
15th on the question of whether the loan 
should be sought, according to the Courier- 
Journal. Giles attacked validity of the 
ordinance, contending that city officials had 
no right to order a special election. The 
lower court refused to sustain the city’s de- 
murrer. 


Z 
Louisiana 


Proposes Utility Taxes 


A TAX program, proposed by the Louisiana 
Tax Reform Commission May 3lst and 
which has the support of the Long-Allen ad- 
ministration, includes the following suggested 
utility taxes, according to the Times-Pica- 
yune: 

A pipe-line tax computed on the basis of 2 
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cents per thousand cubic feet on natural gas. 

A tax of 2 per cent on the gross receipts 
of public utilities. 

In addition to this program of the Louisi- 
ana Tax Reform Commission a number of 
new taxes were proposed independently by 
various members of the house, including a 
tax of 10 per cent on receipts of telegraph 
and wireless companies. 
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Massachusetts 


Considers No Service Charge 


We is virtually a no service charge bill 
for gas and electric consumers, is soon 
to be reported by the second conference com- 
mittee appointed by both branches of the 
legislature, according to the Boston Evening 
Transcript. It is understood that the com- 
mittee will recommend no service charge for 
all-year use for household purposes if the 
electric consumers use worth of current 
and the gas consumers use $7 worth of gas. 

A further provision of the report is that 
the utilities department may authorize step 
rates, room or area rates, or promotional, the 


latter with a service charge. A promotional 
rate is classified as one designed to encourage 
the use of appliances. 


> 
House Kills PSC Election 


HE bill providing for election by popular 

vote of the members of the public utilities 
commission, now appointed by the governor, 
was rejected June 5th by the house of repre- 
sentatives, according to the Boston Evening 
Transcript. This action had been recom- 
mended by its ways and means committee. 


v 
Michigan 


Accepts Phone Rate Changes 


|p semen the Michigan Bell Telephone 
Company’s acceptance of the public utili- 
ties commission’s order of a triple revision 
of its rates—elimination of the monthly 25- 
cent charge for French-type telephones after 
the charge has been paid for eighteen months, 
reduction of rural rates $3 a year and the 
creation of optional flat rates for one and 
two-party residential service—the commission 
on May 29th laid plans for an early review 
of the entire rate structure of the company. 
The new rates became effective June Ist. 

G. M. Welch, vice president and general 
manager of the company, said the company 
protested the rate changes to the commission, 
on the ground that its revenues “already are 
inadequate,” but would abide by the order 
“and leave the entire question of proper rates 
to the settlement of the case already in the 
courts.” 

¥ 


No Cut in City Power Rate 


HE public lighting commission has re- 
fused to furnish the Detroit Street Rail- 
way with direct current power at less than 
1 cent per kilowatt hour, as requested by the 


street railway commission according to the 
Detroit News. 

Railway officials had written the commis- 
sion, pointing out its charge is 1.2 cents per 
kilowatt hour as compared with rates of 
1 cent to ? cent charged railway systems in 
other cities. 

The commission replied that these are not 
comparative rates. The lighting commission 
charge is for direct current power while the 
charges made in other cities is for alternat- 
ing current to substations. 


> 


Governor Enters Gas Case 


C= Comstock recently asked the 
attorney general to intervene in a hear- 
ing on the petition of Saginaw residents for 
reduced rates on natural gas, according to 
the Detroit News. 

The governor said he looked upon the 
Saginaw case as a test case and urged the 
attorney general to exert every effort to 
assist the public utilities commission in es- 
tablishing rates on a basis that will be fair 
to the public and not controlled by a maze 
of legal technicalities raised solely for the 
purpose of preventing the fixing of fair rates. 


2 
Minnesota 


Oppose Utility’s Gas Plan 


Cane that nearly 1,000 men in Minne- 
apolis would be thrown out of work 
and no saving would accrue to the gas con- 
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sumers of the city in case the Minneapolis 
Gas Light Company is permitted to bring 
natural gas into Minneapolis were made be- 
fore the city council recently as coal dealers 
and labor unions attacked the gas company’s 
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proposal to serve mixed natural and manu- 
factured gas, according to the Minneapolis 
Journal. 

The gas company, meeting the city coun- 
cil’s demand for a reduction in gas rates, 
offered to serve mixed natural gas on the 
basis that it would effect a $300,000 saving 
in gas bills and would result in a 7 per cent 
cut in gas costs to consumers. The company 
estimated that not more than 50 men would 
be discharged from their jobs with the gas 
company through the operating efficiencies re- 
sulting from the use of natural gas, piped 
into the city of Minneapolis from the south- 
west. 


Mayor Demands Rate Cut 


T. Paul will obtain “proper reduction in 

rates” from the Northern States Power 
Company or proceed toward purchase of the 
company’s properties or erection of a munic- 
ipal electric plant. 

That was one of the policies that Mayor 
Mark H. Gehan enunciated in his inaugural 
address June 6th, according to the St. Paul 
Pioneer Press. 

The mayor said that he is unalterably 
opposed to municipal ownership and will go 
before the people with such a proposal for 
no reason “except to relieve oppression.” 


z 
New Jersey 


Utility Action Pledged 


HE democratic state convention, at its 
closing session at Trenton, May 29th, 
adopted an amended plank on public utilities 
promising that the party, “in further pursu- 
ance of the principles of the New Deal, will 
protect to the very utmost legitimate in- 
vestors in public utility securities by close 
supervision of the capital structure of the 
utility companies, to the end that a fair 
return upon honestly invested capital may 
always be assured such investors.” 
The convention, according to the New York 


Herald Tribune, also promised legislation to 
empower the public utilities commission to 
fix temporary rates to be charged by utilities 
pending the outcome of formal proceedings 
before the board, or in proceedings initiated 
by the board. 

Legislation also was promised to give the 
board of public utility commissioners juris- 
diction over affiliated interests having trans- 
actions with the utility companies under 
the board’s jurisdiction, in order that all 
utility holding companies and affiliated com- 
panies may be subject to the regulations of 
the commission. 


e 


New 


Mayor Signs Utility Tax Law 


Meer Fiorello LaGuardia has signed the 
bill taxing New York city utility com- 
panies 14 per cent of gross revenues. The 
bill, which expires December 31, 1934, is 
calculated to raise $5,500,000 in new revenues, 
according to The Wall Street Journal. 

Employees of the various utility companies 
affected by the new law, appeared in opposi- 
tion, at a statutory hearing contending that 
their respective companies would use the new 
impost as an excuse for not restoring wage 
cuts or for further reducing their pay. The 
mayor disagreed with their argument saying 
that he saw nothing in the bill to warrant 
such an attitude on the part of the utility 
companies. 

The utilities have challenged the validity 
of the impost and have intimated that they 
will bring a test action in the courts, accord- 
ing to the New York Herald Tribune. 

The Consolidated Gas Company objected 
that the tax was “unjust, oppressive, dis- 
criminatory, and illegal” because it was from 


Y ork 


15 to 30 per cent higher than that imposed 
on other lines of business. 


5 
Utility Fights New Law 


HE first formal protest against the public 
service commission’s recently conferred 
authority to compel a utility to pay part of 
the cost of a rate proceeding against it was 
made June 8th by the Up-State Telephone 
Company, according to the New York Times. 
The company, which appeared to answer 
the complaint of business men in Johnstown, 
Gloversville, and other communities that tele- 
phone rates were too high, contended that 
the assessment of a part of the cost of an 
investigation on the utility violated the state 
and Federal Constitutions. 


Sd 
Senator Thayer Resigns 


Gu= Senator Warren T. Thayer (R.) 
resigned his senate seat June 11th, eight 
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days before the senate was to meet in special 
session to decide whether he should be 
_expelled because of his relations with the 
Associated Gas and Electric Company, ac- 
cording to an item in the New York Herald- 
Tribune. 

“T have resigned because I had heard that 
the charges against me had been made a 
political football and I did not wish to em- 
barrass either my democratic friends in the 
senate or my republican colleagues,’ Senator 
Thayer said, in forwarding his letter of 
resignation. 


Urges 2 Cents Transit Tax 


2-centT “advance” for rides on subway, 

elevated, and street car lines would be 
the most feasible plan which New York city 
could adopt to raise revenues for financing 
relief, David Robinson, president of the 
Downtown League, stated in a letter to 
Mayor LaGuardia. Mr. Robinson said that 
the league also believed such a tax would 
relieve the financial district from the enor- 
mous appeals directed to business houses 
for funds for every phase of public charity. 


7 


Ohio 


Order Filed in Refund Case 


Awe order in the Dayton Power and 
Light Case was entered by the public 
utilities commission June 8th, instructing the 
company to refund excess rates for gas 
collected under bond in several communi- 
ties pending outcome of the company’s appli- 
cation for higher rates. 

The original order calling for a refund was 
entered by the commission in November, 
1932. After the commission refused to grant 
higher rates the company carried the case 
to the supreme court of Ohio and to the 
United States Supreme Court, both of which 
sustained the commission. 


e 


Seek Lower Electric Rate 


HE Columbus city council recently went 

on record as favoring the reconsideration 
of the ordinance slashing the rates of the 
municipal light plant from a maximum of 
5 to 4 cents, to correspond with a similar 
ordinance passed last year affecting the rates 
of the Columbus Railway, Power & Light 
Company. 

In May, according to the Columbus Dis- 
patch, the ordinance was defeated four to 
three, on the ground that the municipal gen- 
eral fund was in no condition to suffer a 
reduction in revenue this year by decreasing 
the income of the light plant. 


Oregon 


Power Rates Reduced 


LECTRIC rates of the West Coast Power 
Company, affecting patrons at Cascade 
Locks and Bonneville, were reduced in 
amounts ranging from 124 to 33% per cent, 
in an order issued recently by Utility Com- 
missioner Charles M. Thomas of the Oregon 


commission, according to a statement in the 
Morning Oregonian. 

Rate classifications affected by the order 
include residence lighting, combination resi- 
dence lighting and cooking, commercial com- 
bination service, water heating, and general 
power service. The order became effective 
June Ist. 


e 
Pennsylvania 


Offers New Contract 


owe to the demands of the town coun- 
cil, which has proposed erection of a 
municipal electric plant, the Philadelphia 
Electric Company recently offered the borough 
of Pottstown a new 2-year contract to re- 


place the 5-year one which expired last De- 
cember, according to the Philadelphia Record. 
Up to this time the electric company stood 
firmly for a 5-year pact. 
A survey revealed a municipal plant would 
cost $125,000 to generate current for street 
lighting only. 
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South Carolina 


City Has Gas Jurisdiction 


HE state railroad commission has been 

advised by the attorney general that, in 
his opinion, the commission has no jurisdic- 
tion in the matter of an application for a 
change of rates in the city of Rock Hill 
made by the Rock Hill Gas Company. 


y 
Tennessee 


Asks Utility Reductions 


HE Nashville Trades and Labor Council 

urged Mayor Howse to seek a reduction 

of telephone, gas, electric current rates and 

street car fares, in a resolution recently adopt- 
ed, according to the Nashville Banner. 

The resolution also requested the mayor to 

begin negotiations with the Tennessee Valley 


Some weeks ago, according to the Co- 
lumbia (S. C.) Record, representatives of the 
company appeared before the commission 
with a request that they be allowed to re- 
duce the rates to gas consumers. At the 
same time a similar application for the re- 
duction of gas rates was made to the city 
council of Rock Hill. 


Authority for installing a distributing plant 
to supply electric current. 

The resolution pointed out that the “fran- 
chise ordinance” under which the street car 
service was first operated specified a fare of 
5 cents and that the fare had been increased 
to 7 cents as a wartime measure. 

It also held that the rate for gas should 
not exceed $1.10 per thousand cubic feet. 


= 
Texas 


Surveys City-owned Utilities 


74 = if any of the municipally operated 

electric plants investigated by Fort 
Worth would be considered a business suc- 
cess if charges commonly used by private 
utilities were deducted, such as depreciation 
at 4 per cent, interest on the investment at 
6 per cent, plus amortization and intercor- 
porate transfers,” Al Vickery, city utilities 
engineer, recently reported to the city council 
following a survey of municipal plants in 20 
cities of Texas. 

The city engineer, according to The Wall 
Street Journal, was assigned the task of 
making the survey as part of the city’s plan 
to determine the practicability of construct- 
ing and operating a municipally owned elec- 
tric light and power plant. 


* 


Offers Plan to Buy Utility 


A N offer to finance the purchase by Dallas 
of properties of the Dallas Power & 
Light Company has been made by local bond 
dealers, who would purchase 5 per cent 
revenue bonds of the city which would consti- 
tute a mortgage against the property and 
would be amortized out of revenue from 
sale of electricity, according to a state- 
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ment published in The Wall Street Journal. 

An alternative proposal suggested purchase 
of 4% per cent bonds if, in addition to the 
power and light revenues, certain revenues 
of the waterworks plants would be set aside 
for meeting the interest and maturities. This 
latter plan, however, has not found favor 
with city officials. 

The city and the company are having a 
controversy over rates, which the former 
wants reduced to 4.5 cents a kilowatt hour 
from the present level of 5.75 cents. Outside 
rate experts are to be employed to determine 
an equitable rate as well as evaluate the 
properties. 

Under the company’s franchise with the 
city, a purchase price of about $32,000,000 
is indicated for the properties. 


ia 


Utility Reduces Rates 


4}. Houston Lighting and Power Com- 
pany has reduced the residential primary 
rate for electric power in Galveston from 7 
cents to 6 cents per kilowatt hour to con- 
form with the new rate established in 
Houston, according to the Austin (Tex.) 
American. 

Rates for commercial and small power 
users will be revised by September 15th. 














The Latest Utility Rulings 





Commission Rate Order Sustained by Oklahoma 
Supreme Court 


N order of the Oklahoma Corpora- 

tion Commission reducing the 

rates for natural gas charged at the city 

gates of Mangum and Granite, Okla- 

homa, has been sustained by the highest 

court of that state in an opinion written 

by Judge Wayne Bayless, which held 

that a 7 per cent rate of return is a 

sufficient earning for such a utility dur- 
ing an economic depression. 

The decision is regarded by some ob- 
servers as setting a precedent for other 
cases pending before the commission 
and before the state supreme court. 
The syllabus of the court’s opinion was 
as follows: 

1. A company selling gas to a mu- 
nicipality where the municipality is en- 
gaged in the distribution of such gas 
is properly classified as a public service 
company and as such its rates are sub- 
ject to regulation by the corporation 
commission under the powers conferred 
on the corporation commission by the 
Constitution and Statutes of Oklahoma. 

2. The power of a corporation com- 
mission of Oklahoma to fix and estab- 
lish rates to be charged by public utili- 
ties as provided by Chap. 93, S. L. 1913, 
cannot be defeated by a public service 
corporation and a municipality entering 
into a contract whereby the corporation 
agrees to furnish its commodity for a 
term of years at a stipulated rate but 
the corporation commission has the 
power to fix and establish a different 
rate from that made by such contract. 

3. In determining a rate base which 
will result in an adequate and just re- 
turn to a public service corporation, 
the corporation commission is not limit- 
ed to any particular theory or method, 
but on the contrary should take into 
consideration all proper elements perti- 
nent to the particular case. 


4. Where both the public service 
company and the corporation commis- 
sion have proceeded upon the reproduc- 
tion-cost-new less-depreciation formula, 
and each urges the correctness of their 
figures based on this formula, where 
the findings of the commission are rea- 
sonably sustained by the evidence, such 
action of the commission will not be 
deemed erroneous. 

5. By the terms of Art. 9, § 22, of 
the Constitution of Oklahoma, the ac- 
tion of the commission appealed from 
shall be regarded prima facie just, rea- 
sonable, and correct. 

6. In arriving at a rate base under 
any formula when the interest during 
construction plus organization and legal 
expense plus allowance for materials, 
supplies, working capital, and taxes 
have been duly considered, going con- 
cern value is adequately covered. 

7. The force of opinion evidence, 
where there are wide variations in the 
estimates made, is weakened by circum- 
stances showing interest or bias, con- 
sciously or unconsciously on the part of 
the persons giving such evidence. 

8. In a period of business depression 
a rate of return of 7 per cent to a 
company engaged in the distribution of 
natural gas is adequate. 

9. An allowance of 4 per cent annu- 
ally for depreciation and amortization 
must be deemed adequate when the evi- 
dence discloses that such allowance con- 
siderably exceeds the actual require- 
ments for such purposes as determined 
by the experience of the company over 
a period of years. 

10. Where the evidence shows that 
the only expenses incurred by a public 
utility company in connection with a 
rate hearing was the use of their regu- 
lar employees and attorneys and did not 
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increase the regular daily operating ex- 
penses of such public utility, it was not 
error to disallow such item: in esti- 
mating the future requirements of the 
company. 

11. A public service company is not 
entitled to any increase in its rates 
in order to enable it to make donations 
or contributions to charitable or civic 
causes. 

12. Where a net return of 7 per cent 
has been allowed a public service com- 
pany engaged in the distribution of 


natural gas as an adequate return in 
the absence of a proper showing to the 
contrary, such allowance will be deemed 
sufficient to cover all necessary tax 
charges. 

Still pending before the Oklahoma 
Supreme Court are appeals of the Lone 
Star and Community Natural Gas com- 
panies from the corporation commis- 
sion’s order reducing their rates. Carey, 
Receiver, Consolidated Gas Co. v. Okla- 
homa Corporation Commission. (No. 
24930.) 


e 


Pennsylvania Commission Refuses to Make Going 
Value Allowance 


T= public service commission has 
reaffirmed its decision fixing the 
fair value of the Chambersburg Gas 
Company property at $380,000 and es- 
tablishing rates to bring an annual re- 
turn of $85,614. 

The supplemental order was handed 
down after additional testimony was 
taken in compliance with instructions 
from the superior court to which an 
appeal from the original order was 
taken by the company. The court re- 
manded the case to enable addition of 
evidence to determine whether any al- 
lowance should be made for going value 
in fixing the fair value of the company. 

In the supplemental ruling, the com- 
mission refused to accept the company’s 


contention that the superior court ruling 
required inclusion of a going value al- 
lowance in fixing rates, declaring the 
court’s ruling only required taking of 
testimony to consider this angle of the 
case. The order pointed out that after 
taking 277 pages of testimony the com- 
mission still believed that no going value 
allowance should be credited to the 
company. 

The case started in 1929 when the 
burgess, council, and commercial club 
of Chambersburg protested a new rate 
schedule of the gas company. Burgess 
& Town Council of Borough of 
Chambersburg et al. v. Chambersburg 
Gas Co. (Complaint Docket Nos. 8036 
& 8038.) 


e 


Wisconsin Commission Considers Free Interexchange 
Telephone Practices 


re Wisconsin commission, in dis- 
posing of a complaint by certain 
subscribers against the failure of the 
Community Telephone Company in that 
state to afford free interconnection be- 
tween Galesville and Ettrick exchanges, 
discussed the possible necessity of an 
overhauling of all local telephone toll 
practices in that area of the state. The 
commission made the following state- 
ment : 

As a general rule, “free toll” service be- 
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tween two exchanges should be given 
sparingly. Usually those who are most in- 
terested in obtaining this privilege are the 
ones who make most use of the service. If 
granted, it means that the costs of furnish- 
ing this service in the long run tend to be 
absorbed by all customers at the two ex- 
changes, including those who do not make 
use of the service. In certain instances, 
especially where a community of interest 
exists and communication between the two 
exchanges is widespread and fairly evenly 
distributed among all or the great mee 
of customers at the two exc 

“free toll” arrangement may have +. 











PUBLIC UTILITIES FORTNIGHTLY 


justification. The traffic data before us 
indicate that the Ettrick and Galesville ex- 
changes are not of this class. In this sec- 
tion of the state such arrangements are 
more numerous than in other areas and in 
many instances are survivals from the early 
days of telephone service in the territory. 
Eventually we believe there is need for a 
thorough reéxamination of these arrange- 
ments in the entire area, in the light of 
present-day traffic. But the petitioners’ com- 
plaint, in our opinion, should be disposed 
of without awaiting this general survey. 
Unfortunately the prevalence of these ar- 
rangements in this area and the proximity 


of the two exchanges involved make a 
denial of the free service privilege seem 
discriminatory, despite the fact that only 
one fourth of the customers make use of 
the service. Nevertheless the facts of rec- 
ord do not clearly and indisputably warrant 
authorizing the arrangement. 


The commission concluded that a 10- 
cent toll rate between the two exchanges 
would be too high and that a 5-cent rate 
would be more reasonable. B. O. Even- 
son et al. v. Community Telephone Co. 
(2-U-584.) 


e 


Oklahoma Court Denies Collateral Attack on 
Utility Rate Structure 


A“ interesting suit was brought re- 
cently in the Oklahoma state 
courts against the rate structure of a 
street railway company operating in 
Oklahoma City. Instead of the usual 
complaint to the regulatory body, B. C. 
Swain in his capacity as a “resident 
and taxpayer of Oklahoma City, and 
patron of the Oklahoma Railway Com- 
pany,” brought a suit on behalf of him- 
self and other citizens of Oklahoma 
City to restrain the company from 
charging a 10-cent fare. 

Mr. Swain, in his petition ter an 
injunction, pointed out that the fran- 
chise granted to the company in 1902 
provided for a maximum fare of 5 
cents for one continuous passage. The 
Oklahoma Supreme Court in an opinion 
by Justice Welch affirmed a lower court 
judgment for the defendant on demur- 
rer, on grounds that it could not permit 


a collateral attack on a utility rate 
structure through injunction proceed- 
ings when there is available for persons 
wishing to complain of utility rates a 
plain, adequate relief provided by stat- 
ute. 

In the case of street railway fares, 
the court pointed out that the statutes 
and Constitution of Oklahoma had vest- 
ed rate-fixing powers in the Oklahoma 
Corporation Commission, and _ that 
where the commission has made orders 
fixing rates to be charged such orders 
may not be attacked in a district court 
of the state in a suit to enjoin compli- 
ance with such orders. It further ob- 
served that a remedy at law was pro- 
vided by an appeal from the orders 
of the commission to the court, or in 
a proper case by suitable original action. 
B. C. Swain v. Oklahoma Railway Co. 
(No. 22036; 32 P. (2d) 51.) 


e 


Illinois Commission Makes Large Temporary 
Rate Reduction 


HE Illinois commissign acting un- 

der a statute passed by the Illinois 
legislature of 1934, authorizing tempo- 
rary rate reductions, has made its first 
temporary rate order pursuant to its 
citation of all electric utilities in Illinois 
to show cause why their rates should 
not be reduced. Conferences followed 
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the citations which resulted in substan- 
tial voluntary reductions by a number 
of utilities. 

The Northern Illinois Company de- 
clined, however, to make any reduction 
beyond absorbing the 3 per cent Fed- 
eral tax and an examination of the 
company’s affairs resulted in the recent 
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formal order which was distributed by 
the commission in printed form. Hear- 
ings were extended fifty-six days. The 
commission’s report occupies 100 pages, 
discussing at length the history of the 
proceeding, the character of temporary 
rate reduction proceedings as distin- 
guished from the ordinary rate reduc- 
tion proceeding, and the evidence upon 
which the decision rests. The report 
has already been called by one observer 
a “valuable contribution to current legal 
literature and the science of rate 
making.” 
Although the commission discussed 
the elements of value which are re- 
quired to be taken into consideration 
in determining a rate base under the 
rule first laid down in Smyth v. Ames, 
it proceeded to give particular weight 
to historical cost. It declined to make 
a separate or specific allowance for go- 
ing concern value and limited over- 
head construction costs to expenditures 
actually recorded as having been 
made. Commenting upon the some- 
what lengthy testimony presented by 
the utility company on the estimated 
cost of reproducing the properties, the 
commission declared that the business 
had actually been built up by charges 
to operating expenses and that to apply 
strict reproduction cost under such cir- 


cumstances would result in an injustice. 

The commission observed that cus- 
tomers who are attached to the utility’s 
service have no choice in the matter, 
but must take the company’s service or 
none at all and therefore should not 
be required to pay a return on the cost 
of attaching themselves. The commis- 
sion added: 

It is therefore necessary, in determining 
the “cost of reproducing the business” to 
be added to the reproduction cost of the 
physical property, to determine also who 
paid the cost in the first instance. If the 
owners paid it, it is clearly a part of the 
capital account and should be made a part 
of the rate base. If the customers paid 
it through operating expenses, such cost 
should not be used to inflate the rate base. 


Based on recent regulatory decisions, 
the commission believed that a rate of 
return under prevailing economic condi- 
tions which is not more than 6.3 per 
cent would be a fair return. The final 
order of the commission directed that 
reductions amounting to $1,300,000 a 
year should be required, distributed 
according to the following schedule: 
residential 11.8 per cent reduction, 
commercial 3.6 per cent reduction, and 
municipal lighting 15.2 per cent reduc- 
tion. IJllinots Commerce Commission v. 
Public Service Company of Northern 
Illinois. (Docket No. 22353.) 
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Municipal Bondholder Loses Suit against City 


HE attempt of Roger Babson, well- 

known statistician, to force the city 
of Sebring to use revenues from its 
municipal utilities for paying principal 
and interest of defaulted city bonds has 
failed. The supreme court of Florida 
has ruled that utilities revenue is a 
resource of the city, but not one “avail- 
able to a bondholder in mandamus pro- 
ceedings” such as was sought by Mr. 
Babson. 


Mr. Babson claimed the city’s out- 
standing defaulted bonds exceeded 
$1,400,000 and that the tax levy already 
was so high than any additional would 
bring no more revenue. He claimed . 
profits of the utilities should be used 
to pay bondholders. 

Joining Sebring in the defense were 
17 other cities, while 88 were indirectly 
concerned in the action. Babson v. City 
of Sebring. 


e 


Kansas Commission May Reopen Cities Service Gas Case 


HE Kansas Supreme Court June 
Oth issued a writ permitting the 


state corporation commission to proceed 
with the gas rate controversy and re- 
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